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I. INTRODUCTION

This Commission was appointed to determine why some Baltimore
City residents are paying inordinate amounts for automobile
insurance when compared to the surrounding suburban areas (indeed,
some areas within the City itself); and to make recommendations to
alleviate the heavy burden those rates are inflicting upon those
largely poor and black neighborhoods of the inner City.

As to the why, it is apparent, as even the chairman's report
concedes, that the use of 2zip codes to establish geographic
territories for rating purposes, has greatly exacerbated an already
serious problem existing in the City, creating not only an
affordability problem but availability problem as well. Private
insurers have essentially abandoned certain areas of the City to
MAIF, regardless of the personal responsibility and the clean
records of those individual insureds living in those'areas.

It is precisely those otherwise standard policy risks who, but
for their address, should be eligible for the same affordable rates

as the rest of the Baltimore Metropolitan Area, for whom our




effdrts should have been directed. It is because we have not done
so, that I felt compelled to write a separate, or alternative
report.
II. TERRITORIAL RATING BY ZIP CODES IS UNFAIR

The chairman's report assumes that territorial rating is legal
as long as it is pased on some objective criteria. The only
objective criteria used by insurers, however, is loss costs or the
amount paid out in claims against policies on vehicles garaged in
the territory. By definition then, drivers who cause accidents
either inside or outside those territories set the difference in
pase rates or pure premium for everyone else within that rating
territory. A good driver may get a discount on that base rate; but
no matter how conscientious and responsible a driver, no matter how
clean the driving record, they cannot -= short of moving out -- get
away from the base territorial rate established by the insurer for
their neighborhood. And they have moved out in droves, either

actually if they can afford it or by registering the vehicle at

=

another address.




It does not take a rocket scientist to realize that
geographical distinctions, based purely on loss cost without first
establishing (as originally contemplated) population density,
traffic congestion and other physical characteristics applicable to
a territory 1large enough to encompass the natural day-to-day
driving habits of its residents, is utterly without foundation and
subject to great abuse. The insurance industry has not only failed
over the years to enlarge the rating territory used for Baltimore
City to include the immediate surrounding metropolitan area suburbs
whose residents are for the most part daily commuters; but has
instead reduced those rating areas within the City to zip codes,
thereby giving relief to some of the better neighborhoods of the
City while raising base rates or pure premiums through the roof in
others.

III. MAIF HAS UNINTENTIONALLY COMPOUNDED THE PROBLEM

MAIF was introduced in 1972 to take over assigned risks from

private insurers for two basic reasons: (1) due to the mandatory

nature of some coverages, insurance must be made available for
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thoée drivers who cannot be placed in the private insurance market;
and (2) because bad drivers should not be forced into the private
system which inevitably increases rates for good drivers.
Unfortunately, because of MAIF's existence, private insurers have
not only been able to get rid of bad drivers, but entire areas of
the inner city including the good drivers within those areas,
through the simple expedience of using smaller territorial rating
units (or zip codes) within the City.

A symbiotic relationship has developed between MAIF and the
private insurance companies. MAIF bases its rates on loss costs
for the City as a whole. This ensures a rate for non-standard
drivers which, while high, is not so confiscatory as to be in
conflict with its primary purpose of assuring availability of
legally mandated automobile insurance. If on the other hand, MAIF,
like private insurers, used zip codes, the rate would be so high in
the inner City that its survival politically would be ‘put in play;
and the industry's old nemesis assigned risk would almost certainly

resurface. Indeed, this was one of the early proposals of House
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Bill 923.

In using zip codes, private insurers also assisted in keeping
MAIF's non-standard rates down by essentially turning over the
total market (good and bad drivers) in those inner-City areas.
Because their loss costs were so exaggerated in these smaller
territories, the typical premium charged for a standard policy
offered by private insurers exceeded the cheapest non-standard
premium offered by MAIF. So, in Baltimore cCity, we have the
unintended consequence of good drivers subsidizing bad drivers in
order to maintain some allusion of affordable rates for mandated
coverages and to discourage an unacceptable surge in uninsured
motorists.

This, 1in my opinion, is why we are here. It is almost
certainly why Mayor Schmoke and a largely poor and black inner-City
constituency affected by this gerrymandering of rating territories,
has asked the Governor to establish this Commission. And it
deserves to be addressed frankly and honestly regardless of the

political realities which supposedly argue against it. The point,
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as I see it, is not whether the practice is legal, but whether it
is right. And we have, I believe, ignored that issue entirely.

IVv. PINDINGS OF THE CHAIRMAN'S REPORT AS TO THE SOURCE OF THE
PROBLEM IN BALTIMORE CITY IS UNSUPPORTED BY THE DATA PRESENTED

In order to deflect attention from territorial issues and the
strong suggestion of redlining inner-city neighborhoods, insurers
jnundated the Commission with a blizzard of industry studies
plaming high premiums on the high frequency of claims and over
utilization of health providers in the Ccity, particulérly in soft
tissue injury cases which, because of the lack of any objective
findings (i.e. broken bones), are easily faked. However, these
studies just don't support that conclusion.

First of all, on the macro level, the industry (as well as the
chairman's report) relied heavily on a Rand Institute study
comparing the ratio of so-called hard versus soft injury claims of
all states to Michigan and New York. The premise being that in

states such as Michigan and New York, who have verbal no-fault,

neither the filing nor padding of false claims is likely since you




can Bnly get your out—oﬁ-pocket costs. Pain and suffering or
general damages are not allowed. In both states that ratio was .7
(i.e., 7 soft for every 10 hard injury claims) versus a ratio of
2.0 or twice as many soft injury as hard injury claims in Maryland.

This was a real surprise, not because Maryland's ratio was so
high but because it was so low. Another study by the IRC ha@
already indicated that the ratio of soft to hard injury claims
nationally was 5 to 1. So where are these statistics coming from?
Whatever the reason for the discrepancy (and none was ever
offered), the study is clearly in error.!

Next at the local level, the insurance industry sought to show
that the driving force behind premium increases throughout the
State and Baltimore City was the substantial increase of the number
of claims, and particularly third-party personal injury and PIP
claims relative to property damage claims. Those studies also find

a direct correlation between frequency of claims and the percentage

! Auto Injuries: Claiming Behavior and its Impact on Insurance
Costs, Insurance Research Council, September 1994, page 20
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of éttorney involvement. The City has a higher attorney
involvement than the suburban Baltimore area (89% vs. 78%),
explaining, so the argument goes, the almost 50% greater number of
personal injury claims in the City. Moreover, again according to
the industry, attorneys and health care providers have gamed the
system using PIP benefits to inflate medical specials which in turn
directly increase the non-economic damage portion of any
settlement.

First of all, according to Exhibit 3 of the chairman's report,
the frequency ratio of both personal injury and PIP claims per
registered vehicle in the City versus the suburbs is 3 to 2 (cdine. ,
3 claims in the city for every 2 in the counties), there are also
according to most recently available information from the Motor
Vehicle Administration approximately 50% more licensed drivers per
registered vehicle in the City (and many times that in some inner-
Ccity areas) than in the suburbs. Fifty percent more drivers equal
a statistical probability of 50% more claims, but since loss costs

are divided by the number of garaged vehicles within a territory

8




and not licensed drivers, it gives the impression the City's claim
frequency ratio is out of line.?’ Secondly, over utilization of
benefits is equally specious since severity (or amount paid per
claim) is admittedly less in the City than in the suburbs.

So why has the chairman bought into these studies? Most
likely for two reasons: (1) having rejected territorial for any
meaningful or serious consideration, there is no where else to go;
and (2) whether one buys into the industry's claim that inner-City
claimants, attorneys and health providers are gaming the system, no
one disputes that 75% of the average personal injury claim's
economic loss are medical costs, and these costs have consistently

out paced overall inflation including automobile insurance premiums

2

In any case, it is not the frequency or propensity of insureds to
assert third-party claims that results in loss costs being charged
back to the particular territory. The propensity to make a claim
then, can only be shown as having a statistical correlation to
increased premiums with regard to first-party claims. Again,
Exhibit 3 to the majority report shows the same 3-to-2 ratio, or
50% more PIP claims being filed by City claimants ‘than in the
suburbs as is the case with third-party personal injury claims.
This almost identical increase in both the number of claims brought
against, as on behalf of, City residents strongly suggests that any
increase in claim frequency is due to factors other than gaming the

system such as already indicated the number of licensed drivers per
registered vehicle.




over.the last 15 years. So the chairman's report, whether unable
or unwilling to deal with the peculiar problems of some Baltimore
city residents in obtaining affordable automobile insurance rates,
is now recommending a complete overhaul of the system state-wide by
a combined elimination of mandatory protections, cost shifting and

tort reform which it hopes will reduce premiums across the State by

v. THE RECOMMENDATIONS OF THE CHAIRMAN'S REPORT MAY WELL PRODUCE
SOME REDUCTION IN PREMIUMS BUT CLEARLY NOT ENOUGH TO MEET ITS
GOAL OR JUSTIFY THE MAJOR CHANGES CONTEMPLATED TO THE PRESENT
OVERALL HEALTH CARE DELIVERY SYSTEMS

The centerpiece of the chairman's recommendations for lowering
the cost of automobile insurance throughout the State, is. the
virtual elimination of PIP and tying medical payments to Medicare

fee schedules for both first-party and third-party clains.

PIP has for all practical purposes been eliminated because
pricing in the City makes it unaffordable; and for those who. have

a health plan, it is unnecessary. This is unfortunate since PIP

coverage is relatively cheap everywhere else except for those same

e
Ry

inner-City areas we are seeking to help. Indeed, according to the
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chairman's report's Exhibit 1, PIP in Baltimore City can represent
as much as 25% of the premium for MAIF insureds or over $400.00 per
year. Obviously, if PIP is completely optional, it is not going to
be purchased by the typical inner-City resident who is also the
most likely to be without health or disability insurance. The
public health system, Medicaid and other public assistance programs.
will have to f£ill the void but at considerable expense to the
taxpayers of the entire State. At least under the present systen,
mandatory PIP benefits took some of the financial burden off an
already stressed health care system and had the distinct advantage
of being paid for by the individual insureds themselves.

Indeed, this is one of the more intriguing inconsistencies of
the chairman's report; namely why, in view of the oft-stated
position that nothing should be done for City residents which would
increase the burden in other areas of the State, the Commission
recommends such drastic change not only in coverage, but how

benefits will be delivered, throughout the State. Under these

proposals,
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not‘ only will the insured's choice of medical treatment be
seriously curtailed under the managed care or P.P.0. recommendation
of the majority report, but limiting payments to Medicare schedules
will amount to a 45% deductible or underpayment of the fair and
reasonable charges for those treatments. The average charge for
full medical coverage under PIP outside the City is $40.00 per
year. Why would anyone outside the City want to give that up in
order to lower rates for some inner-city residents in Baltimore.
Indeed, why would anyone outside of Baltimore City want to accept
any of these direct and indirect burdens and costs being forced
upon them by the limitation and/or restriction of present coverages
for the vague promise that automobile insurance rates at least,
will be reduced in the future by 20%.°

To achieve this, the Commission not only seeks to shift first-

party medical cost (PIP) to the health care system (both public and

lJcomments from insurers have already warned the Chairman of
the inadvisability of setting such a large target in the Report due
to their belief that the recommendations may not produce that kind
of reduction in premiums.
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privéte), but to limit payments to health care providers under both
first-party and third-party liability coverage to the fee schedule
for Medicare. This is a major shifting of medical costs from the
automobile insurance industry to an already stressed health care
system.

It was done in Pennsylvania with some success, to abate,
according to the Rand Report, one of the highest over utilization
of medical care in automobile insurance claims in the country. A
report of the Budget & Taxation Committee of the Pennsylvania
Legislature attributes one-half of the 5.7% average reduction in
automobile insurance premiums in that State from 1989 to 1991 to
the change. The question here is whether it is worth it,
considering obvious differences between Maryland and Pennsylvania
and the likely impact on employers and employees who are already
dealing with the impact of dramatic increases in the costs of

health insurance. The average automobile premium in Maryland may

well be high at $750.00 per vear, but health insurance cap easily

cost that bi-monthly.
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.First of all, Pennsylvania's PIP was $10,000.00 not $2,500.00.
Secondly, it was and is mandatory. Thirdly, Pennsylvania's over
utilization of medical benefits was the worst of any tort state in
the country. Maryland's savings in medical costs, on the other
hand, is certain to be no more than one-quarter of Pennsylvania's;
and the recommended optional nature of PIP here, will have the
desired breaking action on any alleged over utilization (as,
indeed, it has in Baltimore City) by increasing the premium to the
point where no one will purchase it.’

on the other hand, tinkering with anything that increases the
burden on health care providers and insurers should have sure and
certain benefits. For instance, one of the problems pointed out by
the Pennsylvania Study is that while most health care providers can
and do increase charges to other sources to make up the shortfall,

increasingly that shortfall is being borne by employers through the

‘MATF testified that 65% of its policyholders had waived the
optional part of PIP since the 1989 change in the law. However,
none of the insurers answered the Chairman's written request to

show how that partial elimination of mandatory PIP affected loss
costs relative to 1989 levels.
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payment of health insurance premiums for its own employees. Strong
public policy considerations over the last decade have stressed a
more favorable climate in the state for business. Increasing the
burden on present and perspective employers in the state certainly
runs contrary to that philosophy; and must be carefully weighed
against a possible reduction in automobile insurance premiums of 1
or 2%.

What makes this all the more absurd is that according to a
recent NAIC Report (see attached Exhibit 1), Maryland as a whole
has one of the lowest loss cost ratios to premiums charged in the
country. Maryland ranks 48th. Only two other states had lower
loss cost ratios in 1992 (the last year statistics were available)
down ffom a ranking of 22nd in the country only 5 years before in
1987. This 1s an impressive ranking considering Maryland's
population density. I believe the appropriate expression is "if it
ain't broke, don't fix it"; conversely, if something is obviously

creating isolated pockets or inefficiencies in the system, deal
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witﬁ it at the source.
VI. OTHER RECOMMENDATIONS

In addition to the centerpiece recommendation to shift medical
cost to health care providers and insurers, the chairman's report
makes a number of other recommendations which while not seriously
intended to save vast sums in costs to the system, will definitely.
enhance the industry's negotiating strength or bargaining power
over claimants and insureds.

One of the industry's favorites is the elimination of the
collateral source rule. This rule only bars testimony in a court
trial with regard to other sources of payment for the same damages
(i.e., medical costs) being sought against the defendant in that
particular case. The theory being (up to now) that if a plaintiff
had the foresight to pay for additional coverage, it is he or she,
and not the defendant or the one who caused the accident, who
should get the benefit.

Indeed, testimony was received by the Commission that health

insurance as well as health providers always put a lien in any case
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involving third-party claims. Moreover, payments from any

employer-sponsored health plan, for Medicare or Medicaid must be
reimbursed whether the lien has been affirmatively asserted in
writing or not; and if not reimbursed, the attorney in the case is
legally responsible. Realistically PIP is the only collateral
source for which this recommendation would apply, and it makes
little sense to do it.

The purpose of the Commission 1is to reduce' automobile
insurance premiums in Baltimore City. If PIP has become
unaffordable in the City, making it optional will eliminate that
burden. If on the other hand PIP is seen as seed money in gaming
the system by some unscrupulous claimants, attorneys and health
providers in Baltimore City, the incentive is gone since most (if
not all) will waive PIP coverage in those territories where
premiums have inflated to unaffordable levels.

The collateral source rule is an exclusionary rule of evidence
which applies to trials. It does not apply to the settlement of

claims. Anything can and will be considered in arriving at a
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propér settlement of a case, including the tremendous expense of
going to trial. That is why only 1% of all claims go to trial.
Indeed, 90% of all automobile tort cases are settled for under
$5,000.00. At those levels, the bargaining power is certainly with
the insurance companies. Any additional threat over and above the
prospect of going to court is overkill. Moreover, it makes no
sense to deprive those 1% of all claimants who windydp  Inpeocurt, o
forfeit benefits they paid for to a liability carrier whose insured
not only did not pay but caused the injury. More importantly, this
1% is neither the source nor answer to the ills allegedly plaguing
the system and for which this Commission was formed.

Similarly the idea of Peer Review Organizations being
established to determine medical necessity issues is absurd. First
of all, insurers already have accountability measures available to
them. There is no need then to establish yet another layer of
medical bureaucracy to give the appearance of independence and
legislative legitimacy to something that is bought and paid for by

insurers. Moreover this one may well cost more than it saves
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insufers. And if it operated as conceived in Pennsylvania, would
cost the Insurance Commissioner's budget to increase substantially
to undertake the required yearly audits. If we are going to audit
anyone, it should be the insurers!

Finally, there is the one recommendation thrown in at the very
last minute concerning the insurer's right to rescind the policy
if, after the loss has already occurred, they can demonstrate that
some fact in the original application was misrepresented (not even
fraudulently), and with the benefit of 20-20 hindsight, they
determine would have caused them to reject the application for
insurance in the first place, regardless of policy term or length
of continuous coverage for that insured.

Do we really trust this self-serving exercise to work?
Insurers can already get out of contracts for fraudulent
misrepresentations, determined by the courts based on 1legally
objective standards. What they want here is a non-intentional
standard based on their subjective appraisal after the fact. It is

an open-ended, pre-emptory strike intended to force first and
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thifd—party claimants to initiate legal proceedings, walk away or

settle for nothing. It is also a trap for the unsophisticated and

unwary.

VII. CONCLUDING REMARKS

In the best tradition of those believing the best defense is
a good offensive, the insurance industry has mounted a particularly
vicious attack on inner-City claimants, attorneys and health care
providers. Premiums in the inner-City, we are told, are driven by
non-existent injuries (i.e., soft tissue injuries), aggressively
pursued by attorneys and over treated by doctors.

Well, their own statistics (and there are no other kind) do
not bear Thi s, Gk, But no matter, they have once again
successfully avoided any serious investigation into the real causes
of this Commission's charge; namely to- determine why automobile
insurance premiums in Baltimore City (particularly the poor inner-

Ccity neighborhoods) are so out of line with the rest of the

Baltimore Metropolitan Area.
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" A quick look at Motor Vehicle Administration statistics shows
that Baltimore City has a 3-to-2 ratio of drivers to registered
vehicles versus the suburban metropolitan areas. Ehigrsits)onot
coincidentally, the same ratio of personal injury claims between
the City and its suburbs. Yet the disparity between premiums
between some areas of the City and its suburban cousins is not just
a 1/3 more but rather as much as 4 times greater for the same
coverages. Why? Thhe answer, in large part, is: a serious
tightening of the territorial screws by insurers so that in some
areas of the City, the question is not just affordability but
availability. Again, not coincidentally, those areas are also the
poorest black areas of the City. And just as Governor Schaefer
before him heard the desperate pleas of a mostly middle class white
constituency, Mayor Schmoke is now hearing a far more urgent plea
from his own inner city black constituency because the price of
near-parity with the county (premium-wise) for ‘the better
neighborhoods of the City, was tp ratchet down territorial rating

areas into zip codes, where in poorer black areas of the inner-
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city, the number of licensed and non-licensed drivers versus the
already small number of registered vehicles approaches 3 to 1; and
the loss costs per vehicle from a relatively small number of
accidents can and do send premiums through the roof.

The insidious nature of this tradeoff -- breaking down
territorial rating pools into smaller and smaller units -- not only
runs contrary to the essential concept of insurance in spreading
risk, but also because geographic rating is based solely on loss
cost experience of the insured vehicles in the territory, makes it
impossible for good drivers to significantly benefit from their own
responsible driving records. The upside, if we wish to seize it,
ie that the same technology (computers) that allows tracking
infqrmation in smaller and smaller territorial units, also allows
doing away with territories entirely, predicating premiums on
individual experience. Indeed, this was the recommendation of a
Joint White Paper of the Association of Insurance Brokers and the
Auto Insurance Advocate Grou? back in 1989 -- expand territories

into the metro-suburban areas to recognizing the spread of urban
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density into these suburbs as well as relying more on technology to
set premiums according to individual experience. Only in this way
can Mayor Schmoke's plea to Governor Glendening and the Governor's
charge to this Commission to seek an answer to lower auto insurance
rates in Baltimore City be fairly addressed.

The chairman's report, however, citing political realities
that would never allow enlargement of territorial rating pools into
the surrounding political subdivisions of the City or force
insurance companies to stop redlining inner-City neighborhoods,
looks to reduce premiums by the simple expedient of reducing
benefits and shifting costs.

The chairman's report recognizes the smoke and mirrors
approach being taken to get the promised reductions in premiums,
but justifies it on the basis that the consumers to be protected
here are the ones paying the bills, not the few who may be injured
and entitled to benefits sometime in the future. But even assuming
this is a valid agreement, it does not justify limiting the search

for cost reductions on the backs of consumers alone. Exhibit 2 to
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this report shows that medical costs make up only 11% of our
automobile insurance premium dollar, whereas property damage is 42%
and the insurance industry's own administrative costs and expenses
makes up 23% of the average premium. Neither were considered.
Indeed, no one, except our Insurance Commissioner, is even allowed
the proprietary information of the individual insurers that mighp
be needed to determine whether there is any flexibility in those
numbers.

But this is not about premium reductions for insurers, they
have already expressed in writing their doubt as to the possibility
of getting 20% in overall premium reductions out of the 11% medical
costs component of the average automobile insurance premium dollar.

This is about control. The insurers have complete control over the

automobile repair business by shear force of numbers or volume of
business. Business that is given is business that can be taken
away. What they do not have and want, is that same type of control
over health care providers. But that kind of one-sided control is

incompatible with a civil justice system. That is why the industry
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wants no-fault. In a first-party system, they control. They
become the gatekeepers. If that happens, both consumers -- the
ones paying the bills and the ones giving up the benefits they
thought the system would provide for their injuries -- lose. 1In
every state that has ever tried it, the average automobile
insurance premium has always wound up being more than under the
conventional fault or tort system.’

One final thought, having ignored the specific problems of
Baltimore City and opted for a statewide approach; and even
assuming the Commission's recommendations produce a 20% reduction
in automobile insurance premiums throughout the State, does anyone
really believe that after the dust settles and inflation has done

its Jjob, no one 1s going to notice that automobile insurance

Attached are two recent Wall Street Journal articles have
been attached (Exhibits 3 and 4) to attest to the wisdom vel non of

turning over control to insurers. In the first column is quoted as
having "bet the farm” on tort reform only to discover that while
automobile insurance premiums had risen an average of 8% per year
nationally, they had risen 9.2% per year in Colorado. The other
concerns a suit just filed in New York against Aetna by ‘the medical
doctors fired from the insurer's own HMO for refusing to allow

Aetna to have the final say as to whether treatment is medically
necessary and appropriate.
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premiums in Baltimore City are still 3 and 4 times higher than in

the rest of the State.
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RECOMMENDATIONS:

A Eliminate MAIF for standard risks.

MATF has been the pressure relief valve that has allowed
insurers to exclude undesirable neighborhoods. If as originally
suggested, insurers were required to maintain market share within
the City approximately equal to their overall market share within
them State, they would be using every bit of the competitive
ingenuity to seek and find the most desirable drivers within those
same blighted inner-City areas they have ignored for years.

Technology today is such that the gathering of information on
individual insureds is just as feasible as gathering it for large
territories. 1Indeed loss costs which the industry admits is the
only component in establishing territorial rates is just as easily
determined by political subdivision, zip code or individual. The
problem is that when those rating pools get too small Eoth good and

bad drivers suffer equally. And while MAIF's rates for non-
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standard risks may even go up further due to the loss of those 3-
year clean or standard risks the industry has forfeited, our
purpose was not to alleviate the burden on bad drivers. To the
degree we should, the elimination of mandatory coverages will
assist even them. Insureds rejected by an insurance company mnust
be given written notice as to the reason for the rejection. This
rejection can be appealed to the Insurance Commissioner, since only
the Maryland Insurance Administration can review wunderwriting

guidelines.

B. Make full PIP mandatory; but for this coverage only, the
geographic territory should be the entire State.

Since PIP makes up less than 10% of the total premium and
there are 10 times the number of registered vehicles in the whole
State versus Baltimore City, pooling loss cost statewide for this
mandatory coverage only, would not have a significant upward effect
on premiums while making them affordable for those poor inner-City
residents who need it the most. These are preciselynthe families

PIP benefits were intended to help. They have no health benefits
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and marginal jobs at best with no paid sick leave. Until they can
settle a third-party claim and/or just get back on their feet, PIP
was intended to prevent these people from falling into the public
health system and other public assistance programs at the
taxpayers' expense.

(o % Property damage liability should pnot be mandatory.

While there are significant public policy reasons for
mandatory coverage with respect to personal injury claims, either
first-party or third-party, there are no correspondingly compelling
reasons to 1legally require automobile insurance for property
damage. The propegty damage payments of private automobile
insurance 1is 42% on average of our premium, and the minimum
mandatory coverage for third-party liability protection is over 16%
of that amount. In other words, it 1s more than 50% higher than
the average premium for full PIP benefits. If mandatory coverages
should be eliminated to make automobile insurance more affordable,

property damage, not bodily injury mandated coverages, is where we

should start.
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D. In addition to the fraud provisions of H.B.923, the

industry should subsidize a traffic investigative unit in
each political subdivision.

Police departments used to investigate all traffic accidents
within minutes of their occurrence and file a report which was
usuaily accepted (absent extraordinary circumstances) by the
parties and liability carrier as the definitive statement of fault.
It also established a credible independent source as to the nature

and extent of injuries. Nothing gets cases settled quicker, closes

opportunities for fraud, and lessens the need for attorney

jnvolvement in the mind of the prospective claimant(s) than an

[ ]
official statement or report confirming responsibility for the

accident. This in turn saves a considerable expense in the

handling of claims which adds 23% on average to our automobile

insurance premium.

E. Any person licensed by the State determined to have
participated in a fraudulent claim and/or used unlawful
means in the procuring or handling of such claims, should
in addition to all other remedies available against them,

lose their license to practice or otherwise do business
within the State.
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" There is credible evidence supporting the view that licensed
persons are not dealt with harshly enough by various licensing
boards or associations having authority over them. There should be
a law which clearly states that any finding of wrongful conduct in
advancing insurance fraud by such licensed person mandates

immediate rescission of that license.
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Claims and related expenses account for the vast majority of the
insurance premium dollar
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THE WALL STREET JOURNAL

Tort Reform Test:
Overhaul of Civil Law
In Colorado Produces
Quite Mixed Resulits

Frivolous Litigants Win Less,
But Some Real Victims
Are Not Made Whole

Insurers Who Left Return

By Milo Geyelin
Staff Reporter of The Wall Street

Journal xx
03/03/92
WALL STREET JOURNAL (J), PAGE Al
DENVER ~ Everyone talks about legal reform, but
Colorado bas bet the ranch on it.

State laws here protect ski resorts and dude ranches
from lawsuits over accidental injuries. Bars are virtuaily
immune from legal blame for the acts of drunk patrons.
Jury awards for pain and suffering top out at $250,000.
And defendants can't be forced to ante up more in
damages just because they bave the deepest pockets.

Some of Vice President Dan Quayle’s most
controversial proposals to overhaul the civil justice
system bave found a testing ground bere. Shocked by
soaring comunercial and municipal insurance rates,
Colorado began reforming its civil system siX years ago.
Though many states have enacted laws to limit civil suits
and damage awards, none has done more than Colorado.

The idea was to make insurance more available,
knock down premiums and give businesses a breather
from costly litigation. More than that, reformers wanted
to redress what they perceived as aa injustice: the
prevalence of unpredictable and often unjustified jury
awards spurred on by avaricious lawyers working for
contingency fees.

So what's the verdict? Insurance companies that
fled Colorado in droves in the mid-1980s, blaming
lawyers and high jury awards, have come back, bringing
with them increased competition. Limits on damages
have helped lower insurance companies’ payouts, leading
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to some drops in insurance rates. Lawsuits of dubious

" merit are filed less frequently now because they are

harder to prove. Defendants seem less inclined to settle
out of court just to avoid the nuisance and risk of
litigating.

But, to the dismay even of some reformers, that's
ot the entirestory. Commercial insurance premiums
have gone down much less than the business community
anticipated. Auto insurance, the major insurance cost for
copsumers, is actually more expensive than it was before
the legal reforms were passed.But, to the dismay even of
some reformers, that's not the entire story. Commercial
insurance premiums have gone down much less than the
business community anticipated. Auto insurance, the
major insurance cost for consumers, is actually more
expensive than it was before the legal reforms were
passed.

Frivolous suits are less likely-to reap big awards,
but so are lawsuits that nearly anyone would consider
valid. Cases involving catastrophic injury to the plaintff
and egregious wrongdoing by the defendant are
highlighting the flip side of reform: The most seriously
hurt are most likely to see their damages reduced the
most under the new laws. :

A propane gas explosion in the mountain resort of
Crested Butte in March 1990 illustrates some of the
unexpected problems with legal reform. Investigators
found that the gas supplier, Salgas Inc., had violated
more than a dozen state safety regulations. Three people
were killed, and 14 were injured. One of the injured,
Roxie Lypps, a former teacher and part-time bank
cmployee, was buried beneath bricks and debris and bhad
severe burns over 40% of her body. After two years of
painful burn therapy and skin grafts, Ms. Lypps is still
unable to work full time and faces an increased risk of
skin cancer.

A Denver state court jury awarded Ms. Lypps $1.5
million last November. Of that amount, $486,000 was
for punitive damages intended to punish Salgas and its
parent, Empire Gas Co. of Lebanon, Mo., for
negligence. The rest was compensation for injuries. But
in December, a judge was forced to reduce the total
amount by more than half. One reason: The jury's award
of $600,000 for pain and suffering was over the state
limit of $250,000.

That reduced Ms. Lypps's compensatory damages
to $621,642. Then another Colorado law came into play:
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Individual defendants in civil suits can't be forced to pay
more than their share of the blame when others at fault
have no money. In this case, Empire and Salgas blamed
the blast on a repair two previous owners had made. The
previous owners were out of business and uninsured. But
the jurors weren't told this because another Colorado law
prohibits lawyers from disclosing whether defendants
have insurance. When the jury divided blame equally
among all four companies, the net effect was to cut Ms.
Lypps's remaining compensation to $310,822.

That, in turn, knocked down the punitive damages
because Colorado law prohibits juries from assessing
more in damages to punish wroagdoers than they award
to compensate victims. Ultimately, Ms. Lypps expects to
receive a total of about $316,000 after all her legal fees
and other expenses are deducted.

"I'm well beyond {concern over} the money,” says
Ms. Lypps, 47 years old. "But the court system should
allow the jury to award what they feel is fair. . . . To me
it's totally unfair. We end up being the victims again.”
In cases of serious injuries such as hers, what remains
may not be enough to pay for medical care and
rehabilitation. Because defendants and their insurers are
now insulated from huge damages, costs are transferred
to state and federally funded health programs when
victims' insurance limits run out.

In Longmont, Colo., seven-year-old Leah Speaks
has been in a permanent coma since last May, when her
mother was killed and her sister badly injured by an
uninsured drunk driver coming from a bar. The driver
had knocked back five beers and six whiskey shots,
enough in many states to bave the bar held legally
responsible for the accident.

But in Colorado, damages against bars that serve
customers to drink are limited to $150,000 and apply
only if the bartender acted willfully. The bar in this case
settled out of court for the fuil amount. But it was hardly
enough to pay for a lifetime of medical and nursing care.
Federal Medicaid and disability payments are already
footing the bill, says Leah's aunt and guardian, Roberta
Gies.

Leah Speaks and Roxie Lypps weren't the kind of
victims legal-reform advocates had in mind when they
began overhauling the state’s civil justice system in
1986. The reformers were aiming at cases such as the
one involving Oscar Whitlock, a University of Denver
student who became paralyzed in a trampoline accident
during a fraternity party.

Mr. Whitlock blamed the university for not
supervising the fraternity, and in 1985 an appeals court
upheld a jury award of $5.3 million. Though uitimately
overturned, decisions like this offended basic beliefs
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bere that individuals must bear responsibility fortheir
own risks.

Such multimillion-dollar jury awards for seemingly
meritless lawsuits also were being blamed for Colorado's
deepening insurance crisis. Insurers said they could no
longer accurately predict risk. Throughout the state,
thousands of commercial and municipal liability policies
suddealy were canceled in 1985. Rates and deductibles
were soaring for other businesses and professions, while
coverage declined. Rural physicians stopped delivering
babies when rates for doctors who performed obstetric
procedures doubled.

Dude ranches accustomed to paying $20 a year per
horse for liability coverage were suddenly paying $400.
Bars and restaurants saw rate increases of 600%. "A lot
of my friends went bare,” says John Ziegler, owner of
Jackson's Hole SportsGrill in Deaver.

Nearly balf of Colorado's municipalities had their
policies canceled or faced major restrictions. Even cities
with excellent risk records felt the brunt. "Basically,
there was no reason,” says Darrell Barnes, risk manager
for Colorado Springs, which had its $5 million liability
policy canceled in September 1985.. "Our claims never
exceeded our premiums.”

The problem was national, but Colorado seemed
particularly bart hit. Some carriers, blaming lawyers,
pulled out of the state altogether. Business groups and
insurers banded together to urge reform. "If someone
breaks into your house,” Aetna Life & Casualty Co.
warned in a full-page ad in Denver's Rocky Mountain
News, "better hope they don't break a leg, Lawsuit
abuse is out of control.

The extent to which lawsuits actually were to blame
remains in dispute. Some state officials question whether
there really was an insurance crisis. Colorado is among
18 states that filed an antitrust suit in 1988 against more
than two dozen insurers. The suit alleged an industry
conspiracy to puil out of the commercial and municipal
liability market to limit exposure after years of risky
underwriting.

Insurance companies deny the charges and are
vigorously contesting the suit. But former Colorado
insurance commissioner John Kezer says that at least part
of the industry’s crisis was self-inflicted. For years,
insurers had been underpricing policies and "low-
balling” risk to grab premium dollars and invest at
record-high tnterest rates, he says.. When those rates
tumbled in 19885, the industry's cash surplus shrank. A
nationwide contraction in insurance availability ensued,
coinciding with a rise in claims.

Unpredictable jury awards exacerbated the problem,
increasing pressure on defendants to settle cases, says
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former University of Denver law school dean Edward A.
Dauer, chairman of a task force that investigated the
crisis. Colorado was not experiencing a "litigation
explosion,” he says, but the insurance industry "needed
predictability in risk.”

Legal reform became the clarion call, and
Colorado's conservative, business-oriented legislature
swiftly embraced it. Legislators enacted 68 laws over six
years. .

Lawyers became more reluctant to bring difficult-
to-prove cases. Juries and judges became more skeptical
of injury claims and angry about lawsuit abuse. "Juries
who sit on auto-accident cases see themselves as more
likely the victim of a lawsuit than the victim of an
accident,” says William Keating, a Denver plaintiffs’
lawyer.

Injury cases, as a result, have become more
expensive to pursue and difficult to prove, says another
plaintiffs’ lawyer, Gerald McDermott. "That in and of
itself is going to result in some cases that have some
merit not being pursued,” he argues. For cases involving
less than catastrophic injuries, jury verdicts and
scttiements have dropped.

The laws have most directly helped professions and
businesses that were singled out for special protection.
Malpractice rates at physician-owned COPIC Insurance
Co., Colorado's largest medical malpractice insurer,
have dropped 17% since 1988, the year Colorado
overhauled its malpractice law to limit liability and
damages for doctors.

But, in general, the overail impact on the insurance
policyholder has not been great. The insurers have
benefited more than individual consumers. Industry
losses over the past six years have fallen 30%, while
seneral commercial liability premiums bave dropped
only 9% overail, according to A.M. Best Co.,an  ~
independent data gatherer.

At Breiner Construction Co., a small contractor in
Deaver, commercial liability rates dropped 15% in 1990
— the first drop after six years of increases. "It has come
down," says Breiner's president, Rosemary Breiner, "but
pot as much as it went up.”

State regulators haven't been able to determine the
impact that legal reform has had on lowering insurance
rates because commercial insurers don't have to reveal
this information in public disclosures. Moreover,
Colorado has benefited from an upswing pationally in
the insurance industry's business cycle. That alone was
largely responsible for bringing back insurers to the
state, regulators say.

Meanwhile, automobile insurance rates, a major
bone of contention with Colorado residents, have
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continued to rise steadily. Between 1988 and 1990, rates
rose 8% on the average, nationwide. But in Colorado,
they rose 9.2% in the same period. "That's what's
creating some animosity on the part of myseif and some
others," grouses Assistant Scnate Majority Leader Ray
Powers, a conservative Republican who, like some other
powerful legislators, is having second thoughts about I
continued reform efforts.

Highly publicized accidents such as the one at
Crested Butte and another at Berthoud Pass, near
Denver, are contributing to legislators' caution. In the |
Berthoud Pass incident, a state road worker clearing L
fallen rocks from the pass shoved a 6.7-ton boulder
down the mountain in 1987, thinking it would roll just 2
few feet. The rock crashed into a tour bus 725 feet I
below, killing eight and injuring 25.

One tourist, Marcus Lang, who was blinded and
brain-damaged, lingered in Denver General Hospital for
almost a year before he went home to West Germany and
died. Under Colorado's governmental immunity law,
toughened in 1986 and upheld by the Colorado Supreme
Court last month, the state's total liability for all the
victims combined coulén't exceed. $400,000. Mr. Lang's
medical bills alone exceeded $328,000. (Mr. Lang's
estate hasn't reccived anything 2s yet from Colorado
because the case is still being litigated.)

Many Colorado residents were appalled. "I think
we did need legal reform, but now the pendulum has
begun to swing back, so the person who needs
compensation can get it," says Republican House
Majority Leader Scott Mclonis, an early reform |
supporter who now is backing off.

One bill he is backing this year would increase the
potential liability of government entities. Another would
create an office of consumer advocate to more y
aggressively hallenge insurance-industry rate requests.

Continued legal reform also now faces a more skeptical
legislature, says Republican House Speaker Chuck
Berry.

Opposition is stiff for a bill the river rafting
industry is pushing to protect itself against suits
stemming from whitewater accideats, including "getting
lost or failing to return.” There is also little enthusiasm
for a law auto insurers are pushing to reduce the
minimum insurance coverage required in Colorado. Auto
insurers are also promoting a companion bill to limit
accident victims' ability to sue over injuries.

Two years ago, identical auto-insurance proposals
were under debate when Dorothy Powers, the wife of the
assistant Senate majority leader, showed up in the state
capitol to lobby in opposition. Encased in a body cast to
fuse her own fractured spine from an auto accident, Mrs.
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Powers, 60 years old, sat before a hearing committee
and held up her hospital X-rays. "I never thought that
this could happen to me," she said. "Now I know it can
happen to any one of you, to anyone in this room, at any
given time.”

Not surprisingly, says Mr. Mclnnis, both bills
died. "This was closer to home,"” he says, "Everybody
on that committee knew her.”

(See related letter: "Letters to the Editor: Undoing
Tort Reform Punishes the Innocent” — WSJ Apnil 21,
1992)
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Doctors Sue Aetna
Over HMO Dispute

NEW YORK (AP) — A group of hospital
anesthesiologists filed a lawsuit against
Jetma Life and Casuaity Insurance Co.
yesterday, alleging that Aetna threatened
togetthem fired if they didn’t agree to give
up final say on patient care. 4

The federal-court Suit says that when
the doctors attempted to negotiate changes
| in their agreements with Aetna’s health-
i maintenance organization, Aetna threat-
ened to stop doing business with the hospi-
tals where the anesthesiologists worked.
thus putting their jobs in jeopardy.

The doctors claim the practice violates
antitrust laws and is detrimental to the
care of patients enrolled in Aetna’'s New
York HMO.

Yesterday’s suit. filed in U.S. District
Courtin New York, was filed on behalf of 20
anesthesiologists at hospitals on suburban
Long Island that negotiated contracts with
Aetna Health Plans of New York Inc.

The suit seeks an injunction and com-
pensatory damages.

Aetna denied the charges.

“There is absolutely no merit to the
charges alleged in this suit,” said Sal Foti,
an Aetna spokesman.
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CITIZEN ACTION'S SUPPLEMENTARY COMMENTS ON THE PRELIMI

PORT OF THE GOVERNOR'S COMMISSION ON BALTIMORE CITY AUTOMOBILE
INSURANCE RATE REDUCTION

con-sen-sus \ken-'sen(t)-ses\ n (L, fr. consensus, PpP. of
consentire] 1 : group solidarity in sentiment and belief 2 a

general agreement ; UNANIMITY b : the jud R s
of those concerned Jjudgme d at by most

Due to the inclusion of a number of recommendations which
we do not offer our support for the ful| report. The term *
nary Report of the Governor's Commission on Baltimore
In fact, use of this term to describe the Commission's re
pnature of the Commission proceedings and of the proc

Citizen Action views as anti-consumer,
consensus” does not apply to the Prefimi-
City Automobile Insurance Raze Reduction.
port is misleading and misrepresents the

ess by which the report was created. Although
Do vote was taken by the Chairman, it was clear that unanimity or "consensus” did not exist. There

was no "group solidarity in sentiment and belief nor was there a "judgment arrived at by most of
those concerned.”

Citizen Action supports recommendations to regulate territorial rating practices in order to eliminate
the unfair and disproportionate economic impact that current practices have upon the African Ameri-
can and low income communities in Baltimore City. With the exception of this recommendation,
insurance industry market practices were not addressed. We feel that this limited the effectiveness

of the Commission and set an anti-consumer tone which we strongly oppose. If a vote were taken on
this report, Citizen Action would offer a "nay."

Citizen Action agrees with the author of the report that “there is no room in the system for fraud.”
We strongly support reducing insurance fraud whether jt is performed by claimants, doctors, lawyers
or insurance industry employees. On the other hand, we oppose reducing or denying consumers
benefits in order to reduce premiums, and we oppose recommendations which would shift costs to
health insurance. In addition, we oppose recommendations which would allow- insurers to collect
premiums without having to pay full benefits.

According to the National Association of Insurance Commissioners December 1993 Auto Insurance
Databuse Report, Maryland auto insurance companies enjoyed a 1992 statewide liability loss ratio
of 63.7 for private passenger auto insurance ranking 48th in the country. This places Maryland well
below the 1992 countrywide average of 72.9 (Table 7, pp14-15). Only two other states pay out less
of their premium dollars to claimants than does Maryland. The same report shows that the liability

loss ration for Maryland actually. dropped from 81.6 with a ranking of 22nd in 1987 to the 1992 loss
ratio cited above.




In 1987 Maryland insurance companies paid out nearly 82 cents for every premium dollar collected.
In 1992 that number fell to nearly 64 cents. Either insurance companies have become grossly ineffi-
cient, wasting the premiums they collect, or they have become amazingly profitable.

Obviously, the insurance industry in Maryland has managed not only to decrease its liability loss
ratio, but to spend out less and less of the premium dollar to consumers over the 6 years for which
data is available. Yet, the Chairman of this commission chose "to make(s) no additional recommen-
dation regarding market reform.” This limited the commission to three areas (1) reducing fraud (2)
reducing "underlying loss costs” and (3) reducing benefits to consumers.

iple Recoveries

Citizen Action opposes commission recommendations to eliminate multiple recoveries. These
recommendations lower costs to the insurance industry by allowing them to collect premiums with-
out having to pay full benefits to consumers." Recommendation 1.a. will shift expenses onto
Maryland's health care system and vitimately raise health insurance rates for this already costly
coverage. Any recommendation which shifts costs from auto insurance to health insurance will
ultimately cost health care consumers more - this includes those who are good drivers and bad
drivers, those in the city and in the suburbs.

Mansaged Care

Citizen Action opposes recommendation 2.a. This recommendation, if enacted, would have a nega-

tive impact on consumers in 2 ways: (1) it will take away health care choice from consumers and (2)
it will create a conflict of interest.

Consumers will not be able to choose their own doctor. Rather, their choice of doctors will be

limited to what their auto insurance company feels is appropriate - even if they are currently under
the special care of another physician.

The conflict of interest is clear. Auto insurance companies will make more money when they deny
health care. Under this scenario, the company which provides a person’s auto insurance will have a

vested interest in limiting the quantity and quality of heaith care consumers receive if they are
injured in an auto accident.

Under this scenario consumers are put in an extremely precarious position if they have been treated
inadequately or unfairly. The remedy in such situations is unclear but will surely favor the auto

insurance company. For example, what would be the grievance procedure under such a system? It
is likely that the Auto Insurance-Managed Care Doctor would serve as a witness on behalf of the




injured party in such a sitvation. This is clearly a conflict of interest and dangerous for the con-
sumer. ’

Medicare Proposals

Citizen Action opposes reccommendation 2.b.i. which imposes a Medicare fee schedule on health
care providers for soft tissue injuries and 2.b.ii which would limit the amount for which third-party
defendants are liable for medical costs for soft-tissue injuries to the amount reimbursed by Medicare.

Congress is currently proposing a $270 billion dollar cut to the Medicare program. No one knows

what the future holds for this program, therefore it is unwise to base any recomnmendation on Medi-
care.

In addition, Maryland already has undertaken a great deal of health care reform in HB 1359. This
legislation includes the provision to develop a resource based, relative value scale doctor fee sched-
ule that is determined on a provider basis. HB 1359 also includes a provision for an electronic
claims data reporting program so that the type of care, by provider, can be tracked. Imposing a new

payment plan on some providers, while developing a universal one that makes sense for all health
care consumers is unwise and will create unneeded confusjon.

Fraud

Once again, Citizen Action agrees with the author of the report that "there is no room for fraud in the
system.” Individuals found guiity of committing fraud should be prosecuted to the fullest extent of
the law. This includes claimants, health care providers, lawyers and insurance industry employees
and believe that such In this spirit, we support recommendation 3.b. which will create an accident
reporting unit paid for by the insurance industry and reccommendations 3.c.i., 3.c.ii and 3.c.iii which
deal with licensing boards. Any professional found guilty of committing fraud should have their
license revoked. In addition, we support recommendation 3.d. which will prevent "runners” from

receiving compensation for directing or referring auto accident victims to an attorney or health care
provider.

While Citizen Action supports efforts to reduce fraud, we do not support limiting benefits to all auto
insurance consumers to achieve such a reduction. Recommendation 3.a. which requires physical
evidence of contact punishes both good drivers and bad and therefore we cannot support it. We also
oppose recommendation 3.e.ii. which would resuit in the punishment of the injured pasty not the
individual who actually committed fraud. This is blatantly unfair.

Territorial Rating




Citizen Action views territorial rating as unfair and discriminatory and would like to see this practice
eliminated all together. Yet, we realize the political context within which we operate. Therefore,
we strongly support recommendations to regulate territorial rating practices in order to eliminate the

unfair and disproportionate economic impact of such practices upon the African American and low
income communities in Baltimore City.

Reducing Accidents
As to recommendation 6., we do not feel that adequate data was provided to show that these recom-

mendations would indeed reduce auto insurance premiums in Baltimore City. We therefore withhold
our support.
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August 31, 1995

David M. Funk, Esquire

Chairman

Governor's Commission on Automobile Insurance
Shapiro and Olander

Twentieth Filoor

36 South Charles Street

Baltimore, Maryland 21201-3147

Re: Objections to Recommendations Contained in the Preliminary Report of the
Governor's Commission on Automobile Insurance

Dear David:

As a member of the Governor's Commission, individuaily, and on behalf of
USF&G and the insurance industry, I am compelled to object to several of the Recommendations

contained in the Preliminary Report of the Governor's Commission on Automobile Insurance for
the reasons set forth below:.

Recommendation 5, relating to "regulation of territorial rating practices”, is too
broad and as such is not supported by the evidence. It goes beyond the charge given to the
Governor's Commission to seek ways to reduce rates in Baltimore City, and the implied charge to
enhance competition in Baltimore City, which was a major goal of 1995 House Bill 923.
Therefore, it should be more limited in its application.

Recommendation 5(a) in unnecessary. The Maryland Insurance Commissioner, in
his prior approval review of every automobile insurance rate filing, determines whether or not the
underlying risk considerations, which support the rates and the rating territories used, are
actuarially-justified. He is required to do so by law, and Commissioner Bartlett stated at the
August 28, 1995 meeting of the Commission, that he does so. Other than the complaint of one
witness that "underlying risk considerations” shouid be defined by the Commissioner, the evidence
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does not suggest that a definition of this term is required or needed. In the alternative, if the
Legislature wishes to elaborate and expand upon the statutory relationship between geographic
territories and underlying risk considerations, it should be the body to do so; not the Insurance
Commissioner. Therefore, Recommendation 5(a) should be deleted, or in the alternative,
directed towards the General Assembly.

Recommendation 5(b) should be amended to reflect existing law and existing
powers of the Maryland Insurance Commissioner and generally limited in scope. As you are
aware, Part 2, Section A of the Preliminary Report states, at page 63, that "the Commission
received no credible evidence that automobile insurance rates are excessively high in Baltimore
City because of overt race discrimination by the insurance industry”. The reason for this
statement is simple. The use of race by insurers in underwriting (which includes setting rates and
establishing rating territories) is expressly prohibited by the Maryland Insurance Code.

. During the testimony taken by the Commussion, only one witness made the
allegation that race is used in establishing rating territories and that there was a correlation
between race and rating territories. While such blatant violations of the /nsurance Code are
difficult to imagine because of the express prohibition to the use of race, it is appropriate to assure
that such a correlation does not exist. The Maryland Insurance Administration, under existing
law, has the power to investigate whether or not race is used as a factor in establishing rating
ternitories, and whether or not race is a component used in the rating of automobile insurance
policies. If the Maryland Insurance Administration determines that this is the case, then the
Maryland Insurance Administration should prosecute the offending companies for violations of
the /nsurance Code. Recommendation 5(b)(i) encompasses these powers and is appropriate.

Recommendation 5(b)(ii), however, goes beyond the prosecution of such offensive
behavior. Recommendation 5 (b)(ii) directs the Insurance Commissioner to "ameliorate the
impact of territorial rating practices on African-Americans in Baltimore City" if he finds that there
is a relationship between the racial composition of the territories and rates. This recommendation
does not call for prosecution, but rather, some other action to address the territorial rating
practices. Redrawing, redefining or ameliorating territorial rating practices is synonymous with
providing for some sort of subsidy to the affected class. This is inappropriate and should not be
recommended by the Commission.

More importantly, Recommendation 5(b)(ii) appears to contravene existing
Maryland law. As stated earlier, Maryland law prohibits the use of race in ratemaking and
prohibits any inquiry as to race, creed, color, or national origin by an insurer on any insurance
form or in the application process. This assures that the rating process used by insurers is "blind"
to race. Recommendation 5(b)(ii), absent some creative recordkeeping methods, will introduce
race, and, specifically, a bias in favor of African-Americans, into Maryland's rating law. It will
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require some tracking of African-Americans by insurers to assure that adverse effects can be
ameliorated. This is inappropriate, and if done by regulation, would force the Commissioner to
contravene the /nsurance Code. For this reason alone, Recommendation 5(b)(ii) should be
deleted. In addition, Recommendation 5(b)(ii) violates the spirit of the statements made by
Governor Glendening and Mayor Schmoke at the initial meeting of the Governor's Commission

that they were opposed to any recommendation or program which would provide a subsidy to
Baltimore City.

It must also be noted that at the August 28, 1995 meeting of the Governor's
Commission, at which these recommendations were discussed, that the three African-American
members of the Commission who were present objected to any reference in Recommendation 5 to
race and/or to specifically highlighting African-Americans. While Messrs. Gill and Lambert
wanted a recommendation that addressed territorial rating in some way, they joined me in
opposing the introduction of a reference to race or African-Americans into the Recommendation.
Unfortunately, the Commission chose not to accept this request from these three members.

Lastly, the reference in Recommendation 5(b)(ii) to special treatment of
African-Americans in any amelioration of rating territories, provides a bias against other
minorities and all other insureds. This is also inappropriate.

For all of the above reasons, Recommendation 5 should be significantly re-worked
to only require that the Maryland Insurance Administration investigate whether or not race is used
in the establishment of rates and rating territories; and if so, the Maryland Insurance
Administration should be directed to use all of its powers to eliminate this violation of the
Insurance Code.

I also want to comment briefly on two other points. Recommendation 3(b) should
not be funded by the insurance industry. The insurance industry provides support for the Fraud
Unit through increased fees, and also pays millions of dollars in premium taxes to the State of
Maryland. Any pilot program should be funded with State funds, after careful consideration of
the cost-effectiveness and overall propriety of such a program, giving due consideration to the
veracity and value of such reports. Also it would be inappropriate for such investigators to assess
liability, as one member of the Commission envisioned their role.

Lastly, while the goal of the Commission to reduce rates in Baltimore City by 20%
is laudable, I am not sure that our Recommendations reach this target. Ido believe that an
effective no-fault bill or an effective choice no-fault bill, receiving the full support of the
Governor, would be the most effective way to reduce rates. While political opposition from
certain parties may detract from the value of such a program if the sponsors allow it to be
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compromised, an uncompromised bill is probably the fairest and most effective way to reduce
automobile rates. Therefore, the Commission should recommend that the General Assembly
and/or the Governor's Office consider no-fault, and let them decide if there is appropriate
political wherewithal to pass such legislation intact.

Once again, I would like to thank you for the opportunity to participate in the
Commission and to file these comments.

Sincerely yours,

s R. Lewis
SeMor Vice President
Member of the Governor's Commission on
Automobile Insurance
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of automobile insurance in Baltimore City:

ks Multiple Recoveries: The Commission found that persons injured in automobile

receive multiple recoveries for the same injury, the Commission recommends that recoveries
under uninsured motorist (UM) coverage and third-party Liability coverage be reduced by
compensation or recoveries that the claimant receives from other .sourccs. In addition, the
Commission Tecommends that personal injury protection (PIP) cover only those costs and losses
not otherwise covered by the claimant’s health and disability insurance,

2, Medical Costs And Attorney Involvement: The Commission found that medical
Costs, particularly for soft-tissue injuries, and attomey involvement in bodily injury claims

contribute to the high cost of automobile insurance in Baltimore City. To reduce medical costs,

- Pak.




the Commission recommends that insurance companies be permitted to offer a managed-care
option for personal injury protection (PIP) and that major insurers and the Maryland Automobile
Insurance Fund (MAIF) be required to offer a PIP managed-care option for the treatment of soft-
tissue injuries. The Commission also recommends that reimbursement to health care providers
for the treatment of soft-tissue injuries be contained at Medicare levels and that overutilization
be limited through the use of Peer review organizations and treatment protocols. To limit
unnecessary attorney involvement in automobile accident claims, the Commission recommends
that targeted direct-mail solicitations to automobile accident victims and theijr relatives by
attorneys be prohibited for 30 days following the accident.

3. Fraud: The Commission found that fraud significantly increases the cost of

in order to recover uninsured motorist (UM) benefits in a hit-and-rup accident, (ii) an accident
Teporting unit be established within the Baltimore City police department as a pilot program,

funded by the insurance industry, to prepare and file accident reports, (iii) the Insurance Fraud
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sed-care immediately and without prior notice, to cance] and rescind the policy of any insured who
dmobile procures automobile insurance by purposely misrepresenting material facts on an automobile
of soft- insurance application if the material misrepresentation is discovered before a claim is made and
viders that insurers be permitted to deny first-party benefits to the insured if the material
zation misrepresentation is discovered after a claim is made.

+ limit 4. Mandatory Coverages: The Commission found that drivers are required by law
aends . topurchase first-party automobile insurance coverages that they may not need and do not want
s by — and that these unnecessary and unwanted coverages add substantially to the cost of automobilp

insurance in Baltimore City. The Commission recommends that both personal injury Pprotection

it of (PIP) and uninsured motorist (UM) covcmgé be fully optional. |
ms, 3. Teritorial Rating: The Commission found no credible evidence of intentional |
tact racia{ discrimination in the rate-making practices of automobile insurers. However, the
lent Commission did receive evidence to suggest a possible correlation between the racial
m, composition of rating territories and automobile insurance rates. To assure that territorial rating
ud practices are free of unfair discrimination, as required by law, the Commission recommends that

the Insurance Commissioner (1) adopt regulations to define the "underlying risk considerations"

d that insurers may use in establishing rating territories, and (ii) investigate the possible correlation
I, between the racial composition of rating territories and automobile insurance rates and, if
k | appropﬁate, adopt regulations on territorial rating, within the existing statutory framework and

without arbitrarily shifting costs from one territory to another, that will ameliorate the impact

of territorial rating on African-Americans in Baltimore City and elsewhere.
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6. Highway Safety: The Commission found that preventable automobile accidents
and preventable injuries in automobile accidents contribute to the high cost of automobile
insurance. Therefore, the Commission recommends that certain highway safety measures be
adopted in Maryland that have proved successful elsewhere in reducing the number of
automobile accidents and the medical costs associated with automobile accidents. These include
(1) cameras at high-risk intersections to photograph red-light violations; (ii) primary enforcement
of s_mt—belt and child-restraint laws and (iii) prohibition of radar detectors.

Although the focus of the Commission was on Baltimore City rate reduction, the
Commission believes that these recommendations should be applied, and will achieve savings,
in all jurisdictions.

After delivering its Preliminary Report to the Governor on September 1, 1995, the
Comfnission submitted its recommendations to Tillinghast, a nationally recognized firm of
consulting actuaries, for an independent actuarial evaluation. Tillinghast found that several of
the Commission’s recommendations would have a significant impact on loss costs and premiums
in Baltimore City and throughout the State. In particular, Tillinghast found that the
recommendations to eliminate multiple recoveries and to contain medical costs for soft-tissue
;nju'ries would result in a significant reduction in losses and premiums for personal injury
pmt@on (PIP), uninsured motorist coverage (UM) and bodily injury lLiability insurance. Based
on certain assumptions which are discussed in detail in its report, Tillinghast estimated "the
impact on premiums [for mandatory coverages] statewide will be -21.5% and -24.2% in the city
of Baltimore." Because of insufficient data, Tillinghast was unable to make any est_imate of

savings from the Commission’s recommendations regarding fraud or highway safety.
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INTRODUCTION

On February 20, 1995 Governor Parris N. Glendening signed Executive Order
01.01.1995.05, establishing the Governor’s Commission on Baltimore éity Automobile
Insurance Rate Reduction (Exhibit 1). The Commission was established to cxamme those factors
which contribute to high automobile insurance rates in Baltimore City and to make
recommendations to the Governor that will reduce these rates. In particular, the Commission
Was to examine rating practices by insurers, the influence claimant behavior has on insurance
rates, and the roles of attorneys and health care providers on Baltimore City rates. The
Commission was also asked whether the solutions it offered should be appljed statewide. In
addition, the Commission was charged with examining the role of the Maryland Automoblle
Insurance Fund (MAIF), Maryland’s insurer of last resort in the automobile insurance market.
. The Commission comprised 17 members of diverse backgrounds, experience and
interests. Pursuant to the Executive Order, the President of the Maryland Senate designated
Senators Thomas L. Bromwell, Martin G. Madden and John A. Pica, Jr. to serve on the
Commission, and the Speaker of the Maryland House of Delegates designated Delegates Michael
E. Busch, Comell N. Dypski and Charles A. McClenahan to sérve on the Commission. Mayor
Kurt L, Schmoke (represented by Kevin S. O’Keeffe) and Baltimore City Councilman Melvin
L. Stukes served on the Commission through designation by the Mayor of the City of Baltimore.
Insurance Commissioner Dwight K. Bartlett, I, served on the Commission pursuant to the
Executive Order. Governor Glendening appointed 8 members of the general public to serve on
the Commission: Shell;- Craver, State Director, Citizen Action of Maryland; Theresa V.

Czarski, Esquire; Philip O. Foard, Esquire; David M. Funk, Esquire; Gregory N. Gill, Esquire;
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Arthur W, Lambert, President, Lambert Insurance Agency, Inc.; James R. Lewis, Senior Vice
President, United States Fidelity and Guaranty Company; and Martha C. Roach, Executive
Director, Maryland Association of Health Maintenance Organizations. The Governor appointed
Mr. Funk to serve as Chairman.

Governor Glendening announced the formation of the Commission as part of a major
automobile insurance reform initiative to address the dual problems of availability and
affordability of automobile insurance in Baltimore City. House Bill 923 (1995), sponsored by
the Governor and passed during the 1995 Session of the General Assembly, addressed the issue
of availability by requiring most major insurers to develop a marketing plan for Baltimore City
and requiring them to market their products in Baltimore City in the same manner as in other
parts of the State. The bill also addressed one of the major factors, identified by the
Commission in this Report that increases insurance rates, insurance fraud, by reconstituting the

‘
Insurance Fraud Unit as the Insurance Fraud Division of the Maryland Insurance Administration
(MIA) and increasing the funding for the Insurance Fraud Division.

‘While methods for reducing automobile insurance rates are the subject of debate, thé fact
that rates for City residents are high is not debatable. As can be seen in Exhibit 2, a
;orr;paxative rate guide published by the Maryland Insurance Administration (MIA), rates for
City residents are typically three times the rates for drivers in rural counties. In some cases,
such as young drivers who can least afford to make payments, there is almost a five-fold

difference in rates charged by some companies. Higher rates in the City are an additional

financial burden on City residents, and are cited as one of the reasons residents choose to leave




2

automobile insurance is personal and compulsory, a meaningful reduction in automobile

Insurance rates is akin to tax relief.

At the request of the Commission, the Governor authorized the Insurance Commissioner
1o engage an independent actuary to evaluate the recommendations in the Preliminary Report,
The Insurance Commissioner engaged Tillinghast, a Towers Perrin company, to conduct an
"Analysis of Proposed Statutory Reforms," which was presented to the Commission op
November 2, 1995. The Tillinghast report is included as an Appendix to this Report.

The Commission held 4 meetings between November 2, 1995 and December 4, 1995,

‘

to hear testimony and to review the draft Fina] Report. In all, over 50 hours of hearings were
devoted to receiving testimony and comments from interested Parties. In addition, the
Commission received hundreds of pages of written materials, providing data, amalysis and
opinion regarding the issues before the Commission. The Commission has drawn heavily on

thé3e Materials in preparing this Report,




accident claims. Section F examines the automobile insurance markets in Baltimore City and
the ways in which private insurers and the Maryland Automobile Insurance Fund (MAIF) serve
these markets. Section G discusses insurance Company profitability and efficiency. Section H
considers automobile accident costs in light of highway safety considerations. Commission
findings are set forth at the end of each Section relating to the materials in that Section.

Part II of this Report contains the recommendations of the Commission as well as a brief
]

discussion of the actuarial Teport prepared by Tillinghast.
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al PART I
DISCUSSION AND FINDINGS
f SEC’I'ION A. AUTOMOBILE INSURANCE COVERAGE IN MARYIAND
- ———=——A0LL COVERAGE IN MARYLAND

h In order to provide a foundation for its examination of those factors which cause high
n automobile insurance rates in Baltimore City, the Commission examined those coverages
8 mandated by State law and the impact each Coverage has on automobile insurance premiums.
1 Y L Mandated Coverages
: Like 40 other states, Maryland has a "financial responsibility” law.! The law applies

to the owner of a motor vehicle and mandates the owner provide evidence he or she will be able

to respond financially in the case of an automobile accident. In the case of private passenger

automobile insurance, the financijal responsibility laws are typically satisfied through the

Coverages are broken down into two general categories: "third-party" coverage, which protects
th:in;ured from lawsuits from third parties, and "first-party" coverage which provides benefits

directly to the insured from the insured’s own insurance company.

a. Third-party Coverages
° Bodily Injury Liability (BI). This Liability coverage indemnifies the owner of the

vehicle from claims and lawsuits by third persons for injuries arising out of an automobile

g 17-101, Transportation Article, Md. Ann. Code.
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accident, up to specified limits of insurance contained in the policy. When benefits are paid
under this coverage in the policy, they are paid to a third party, not the purchaser. Under
Maryland law the "required security" for bodily injury Liability (BI) coverage is $20,000 per
person, and $40,000 for any two or more persons (per accident).

L Property Damage Liability (PD). This is another form of "third-party" coverage,
but protects the insured from lawsuits for damage to the property of another person, such as a
motor vehicle, rather than bodily injury to another person. In Maryland, the required security

for property damage liability (PD) coverage is $10,000.
b. First-party Coverages
° Personal Injury Protection (PIP). Unlike BI coverage or PD coverage, PIP

coverage is a "first-party" coverage.? This means that a driver recovers PIP benefits from his
or her wan Insurance company. PIP benefits are paid without regard to the fault of the driver,
so that even if a driver causes an accident, he may recover PIP benefits from his own insurer.
PIP coverage is similar to health insurance coverage in that it provides first-party benefits for
medical and hospital expenses. How;aver, under Maryland law, PIP also pays benefits for lost
income resulting from an automobile accident, reasonable and necessary expenses incurred for
“Certain essential services usually performed by the injured party for family members, and funeral
expenses. That statutory minimum for PIP coverage is $2,500. However, some insureds

voluntarily purchase more than the statutory minimum.
PIP benefits are payable to the first-named insured in the policy, and members of that

person’s family residing in the household, persons using the insured’s vehicle with permission,

' §539, Article 48A, Md. Ann. Code.
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passengers in the insured’s vehicle, as well as pedestrians injured by the insured’s vehicle. PIP

benefits may be waived by the first-named insured on the automobile insurance policy, but that
waiver does not apply to family members residing in the first-named insured’s household under
the.age of 16, certain passengers, or certain pedestrians.

L Uninsured Motorist (UM). This coverage pays when an insured driver and certain
others riding in the vehicle are injured by an uninsured or hit-and-run motorist.> UM is similar
to "first-party” coverage in that it is paid by the insured’s own insurance company. However,
unlike PIP, UM is a fault-based coverage, and therefore has certain characteristics of third-party
coverage. In Maryland, uninsured motorist (UM) coverage is by definition deemed to include
“underinsured" coverage. In other words, if a purchaser of uninsured motorist UM) coverage.
is involved in an automobile accident with an at-fault driver, and the at-fault driver has insurance
(and therefore is not "uninsured"), but has BI coverage with limits of insurance that are less than
the amount of UM coverage of the injured driver, then the UM coverage of the injured driver
will be applicable over the amount of the at-fault driver’s limit of liability.

In Maryland, the UM statute requires that the amount of BI uninsured motorist (UM)
coverage under a private passenger motor vehicle insurance policy be equalto the amount of BI
lial;'ilit;' Coverage purchased by the driver, unless the driver waives down to a lesser amount but,
in no event, less than the statutory minimum for Liability insurance ($20,000/$40,000/$1.0,000).

The law concemning the precise scope of mandatory UM coverage as it applies to property
damage (PD) coverage is not described with Precision in the Insurance Code. Several references

in the Insurance Code suggest UM coverage was only intended to apply to BI, not PD coverage.

$ 331ten ), Anicle 48A, Md. Ann. dec.
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For example, an "uninsured motor vehicle” is defined to mean a motor vehicle the use of which
has resulted in "[t]he bodily injury or death of an insured”, and for which the sum of “the Limit
of liability under valid and collectable liability insurance [policies]...is less than the amount of
coverage provided [under the UM statute]“.* No mention is made in the definition of property
damage to the insured. Similarly, the language mandating the coverage refers only to bodily
injury (BI) coverage.

-..[E]very policy of motor vehicle Liability insurance sold...in this state after July

1, 1975 shall contain coverage in at least the amounts required under [the
i required security law] for damages subject to the policy limit, which (i) the
insured is entitled to recover from the Oowner or operator of an uninsured vehicle

because of bodily injuries sustained in an [automobile] accident. ..’

The only reference to coverage for property damage is the provision which states: "In no case

: shall the uninsured motorist coverage be less than the coverage afforded a qualified person under

Article 48A, §243H and 243[. "¢ The references to 243H and 2431 are to the Uninsured
‘

Division of the Maryland Automobile Insurance Fund (MAIF), which pays benefits, including

property damage, to those persons suffering damage as a result of an uninsured or hit-and-run

automobile accident and who are not covered by another applicable policy. The Commission

received testimony that notwithstanding this lack of clarity, the MIA requires insurers to provide

~ property damage (PD) coverage under UM coverage.

Srr]dr
* §17-101, Transportation Article, Md. Ann. Code.

¢ §541(C)(2)(v), Article 48, Md. Ann. Code.
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Although the subject of multiple recovery and its impact on insurance rates is discussed more
fully in Section C, there are several statutory provisions relating to the mandated coverages that
allow for (and in some cases prohibit) multiple recoveries.

Maryland law does not require judgments to be reduced by amounts received from health
insurers, disability insurers or other collateral sources. Thus, in the case where an automobile
accident victim has received payments from his or her own health insurer and/or PIP insurer for
medical bills, those same bills are also paid by the at-fault person’s insurer under that person’s
BI coverage. This means that in some cases, BI coverage is used to make duplicative payments.

Maryland law also does mot permit PIP benefits to be reduced by payments from
collateral sources.” Again, this means that in many cases benefits recovered under an insured’s
PIP coverage are also recovered from several other possible sources including, as noted above,
the at-fault party’s BI insurer. If bills are first subniitted to the health insurer, they may also
be submitted to the PIP carrier for payment.

The Commission notes that a recent case decided by the Circuit Court for Howard
County has called into question this interpretation of the PIP statute, at least as it relates to
HMOs.* In that case, the victim received treatment for automobile accident injuries from his
I-IME) He then sought payment for that treatment from his PIP insurer. The Court cited the
language of the PIP statute, which obligates PIP insurers for reasonable expenses arising out of
an automobile accident if "incurred" within three years, and ruled that the PIP insurer had no

duty to make payment because the victim had not "incurred" any medical expenses because all

7 §540(a), Article 48A, Md. Ann. Code.

L Campbell v, State Farm, Circuit Court for Howard County, Case No. 94-CA-24244, August 3, 1995.
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treatment was rendered by the HMO. Whether this case, which could limit the opportunity for
double recoveries from HMOs and possibly health insurers, will be upheld cannot be known at
this time.

However, in the case where an insured has coverage for PIP-type benefits from another
first-party coverage, such as health insurance, the law permits, but does not require, insurers
to coordinate these coverages so that the insured is paid benefits without duplication.® The law
requires that in cases where insurers coordinate Coverages, they must make appropriate
reductions in premiums for the "reduced" coverage (i.e. nonduplicative coverage). The
testimony before the Commission was that health insurers more often seek to coordinate benefits
than do PIP carriers. As a consequence, PIP coverage is normally considered the "primary"
coverage for the payment of medical bills in the case of an automobile accident.

Some parts of the PIP statute expressly prohibit certain double recoveries. For example,
the law explicitly prohibits an insured from " stacking", that is, recovering PIP benefits from two
motor vehicle insurance policies, and also requires that PIP benefits are reduced to the extent
that the recipient "has recovered" benefits under State or federal workers compensation laws.
Thus, there are some cases where the PIP statute specifically prohibits double recovery.
FINDINGS:

1. The bodily injury (BI) and PIP components of the premium represent the two

largest components of the typical total premium for automobile insurance in Baltimore City.

°®  §540(b), Article 48A, Md. Ann. Code.

' §543, Article 48A, Md. Ann. Code.
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Consequently, recommendations that focus on these two components will have the greatest
impact on reducing rates in Baltimore City.

2. Even though the law authorizes an insured to waive a portion of the PIP coverage,
PIP still constitutes a substantial portion of a driver’s premium because PIP may not be waived
as to all parties.

3. Because Maryland law does not require judgments to be reduced by amounts
received from collateral sources, amounts received by an accident victim from the at-fault
driver’s BI liability coverage may duplicate amounts recovered from other sources such as health
insurance and disability insurance.

4. Because PIP is paid without regard to fault and without regard to payments from
collateral sources, PIP coverage may duplicate amounts received from other sources such as
health ilnsurance, disability insurance and third-party BI liability insurance.

5 Although the precise amount of duplication is not known, it does exist and

insurance consumers pay for the cost of providing muiltiple recoveries to accident victims.
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the rating practices of insurance companies. The Commission therefore received and considered
oral and written testimony, primarily from the insurance industry, relating to the manner in
which automobile insurance premiums are established. The insurance industry presented the
business and actuarial basis for current rate-making practices. The Commission also recejved
testimony relating to the legal requirements and constraints relating to rate-making, and

objections to one particular rate-making practice, that of territorial rating.

1. Cost-based Pricing

" Interim Report of the National Association of Insurance Commissioners (NAIC) Availability and

—




may be more costly than past losses if the cost of health care in general is rising. Rates also

include factors for general expenses and profits, among other factors.

[ T

That aspect of rate making which in large part has given rise to the establishment of the
‘Commission is the practice of insurers classifying insureds into categories for the purpose of

I charging different rates to insureds in different classifications based on historic loss costs of

those classifications. Typical classifications of risk used by automobile insurers include age,

gender, and place of residence or geography.

e 4o ey o

The Interim Report of the National Association of Insurance Commissioners, Insurance

Availability and Affordability Task Force, summarized the role of risk classification in the

following manner:

The goal of risk classification is to create groupings of a similar
prospective risks of loss so that the people, property, or vehicles with a higher
risk of loss pay a larger amount of premium.... [There are many ways to group

‘ risks through rate classifications, so that the premium collected from a group of
insureds will cover the expected losses from that group. Broader rating classes
represent a larger grouping of risks, while smaller rating classes present a more
detailed segmentation of the market.!?

According to testimony from the insurance industry, the justification for the use of risk
| classification, such as rating territories based on geography is that of "cost-based" pricing. This
—concept was justified to the Commission by a representative of the insurance industry in the
following manner:
One of the basic principles in pricing an insurance policy is that the price should
reflect the cost of providing the coverage, plus a reasonable margin for profit.

This is not a principle unique to insurance pricing but is widely followed in other
competitive areas in an economy based upon private enterprise. Cost-based

-19 -
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pricing is, in fact, the economic or allocational standard of faimesg typically
applied to the marketplace, 13

associated with that policy.” In addition, a rate should minimize "anti-selection. " In other

3 Testimony of Parker Boone, Actuary, Tillinghast.
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competitive advantage. In other words, the consequence for an insurer for failing to parse
insureds into the smallest possible risk classifications is that another insurer, having done so, will
increase its market share with the best risks. The industry responds that these two goals,
fairhess and competitive advantage, are not inconsistent.

In the specific case of automobile insurance, the "cost” to the insurer to provide the
product is composed primarily of the projected losses and expenses of a particular insured based
on his or her particular classification. Insurers must project losses and expenses for the policy
period because the actual losses and expenses are not known until actually incurred. Insurance
companies project future costs based on past losses for a particular classification. These past
losses are referred to as the "loss cost," or "pure premium." These two terms are
interchangeable and refer to:

the total dollars of loss per insured vehicle. It is computed by dividing the total
dollars of loss for a specified coverage by the number of insured vehicles. !¢

As described in tixe testimony by the industry presented to the Commission, the loss costs
are influenced by two primary factors: the number of claims per insured vehicle (frequency),
and the average dollars of loss per claim (severity).” By multiplying the claims frequency,
i.e., the number of claims per insured vehicle, by the average dollar of loss for each claim, i.e.,
the severity of the claim, the total dollars of loss per insured vehicle can be determined.

Exhibit 5 illustrates the principles of cost-based pricing and risk classification. The chaﬁ

shows loss cost data for each of 9 territories in the State, based on claim frequency and severity.

' Testimony of Elizabeth Sprinkel, Director of Research, Insurance Research Counsel, Inc. (IRC), and
generally, IRC Report, "Auto Injuries: Claiming Behavior and its Impact on Insurance Costs®, September 1994,
See also ISO, Inc., "Factors Affecting Urban Auto Insurance Costs”, December, 1988.
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Risks may be grouped by classifications for the establishment of rates and
minimum Premiums, Classification Rates may be modified to produce rates for
individual risks ip accordance with rating plans which establish standards for
Mmeasuring variations jn hazards or €Xpense provisions, or both. The standards
May measure any difference among risks that are demonstrated objectively to the
Commissioner to have a direct and substant;'al effect upon losses or expenses.




First, according to the Attorney General, in general, this language permits insurers to
charge different premiums to insureds residing in the City or parts of the City than to insureds
in other parts of the State. The Attorney General has opined that in light of this language “the
Commissioner does not have the authority to disapprove a specific filing simply because rates
differ from one territory to another.”™® Thus, the mere fact that rates are higher in Baltimore
City does not per se render them unfairly discriminatory under the Insurance Code.

Second, the law also requires that rate differentials between territories be based on
“"underlying risk considerations" that substantially affect the losses and expenses of the insurer.
This key phrase is at the crux of the debate over territorial rating, and is not defined in the
Code. However, as the Attorney General noted in interpreting this provision several years after
it was passed by the General Assembly, Maryland law allows for several factors to be
conside‘red in making rates, including past and prospective loss experience and expenses, both
nationally and statewide. The Anomey General opined that based on credible loss data
establishing higher loss costs in those territories with higher rates, "the geographical
classifications make sense” and satisfy the statutory standard.'? Therefort;, while the
Commissioner may not disapprove rates based solely on differences ben_u_/een territories, it is
within the Commissioner’s discretion to require that an insurer show the required link between

geography and the underlying risk considerations with reasonably current actuarial data.

" Opinion letter from Attorney General Stephen H. Sachs to Edward J. Muhl, Insurance Commissioner,
September 22, 1982.

" Opinion letter from Assistant Attorney General Carl E. Eastwick to Senator John Carroll Bymes, May 9,
1977.
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3. Challengcs To Territorial Rating,

be declared unlawfuj.

'A second objection to the practice of territorial rating was described in an extensive
report entitled "Underlying Risk Considerations: A Study of the Use of Territorial Rating For
Private Passenger Automobile Insurance in Baltimore, Maryland". That study concluded that
some insurers are engaged in a "systematic process of isolating the City from its county
neighbors through the development of marketing and rating territorjes. "2 (As to the issue of

exclusion by means of marketing strategies, the Genera] Assembly addressed this issue with the

® R&B Unlimited, Inc., "Underlying Risk Considerations: A Study of the Use of Territorjal Rating for
Private Passenger Automobie Insurance in Baltimore, Maryland®, January, 1993,
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they do not take into account the similar driving environments that typify territories, whose
boundaries are adjacent, but whose rates vary dramatically. The study recommends the use of
rate bands and other equalization measures to soften the disparities that exist between City and
county residents.

The complaint filed with the Human Relations Commission and the study described above
seek as a remedy to current rating practices the elimination of territorial rating. While the
elimination of territorial rating would serve to lower the costs of insurance for City residents,
or certain territories in the City, other territories would see a corresponding increase in their
rates. Thus, the redrawing of territorial boundaries for the sole purpose of "reducing” insurance
premiums for some residents only serves to redistribute and reallocate overall costs, and does
not address underlying costs. The General Assembly has consistently rejected such an approach.

J‘Uthough the Commission received no credible evidence of intentional race discrimination

~in automobile insurance. rate-making, the Commission did receive evidence to suggest the
possibility of a correlation between tixe rates charged in certain rating territories and the racial
composition of those territories. The current law clearly pi'ohibits discrimination in rating on
the basis of race, color or national origin.?! Therefore, while the CommisEion agrees that cost-
based pricing is a legal and valid basis for rate-making, the Commission also believes that the
Insurance Commissioner should further examine current territorial rating practices to ensure that

these practices do not transgress existing prohibitions on discrimination based on race, color or

national origin.

* §234A, Article 48A, Md. Ann. Code.
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FINDINGS:

1. The practice of cost-based pricing, where drivers Pay different premiums
depénding on the risk presented to the insurer by the driver, is a widely accepted and in general
legitimate approach to the pricing of automobile insurance,

2. Redrawing territorjal boundaﬁes solely to equalize rates betweep territories, only

serves to redistribute, not reduce costs.

= Letter from Attorney General J. Joseph Curran, Jr. to Mary Pat Clarke, President, Baltimore City Council
December 18, 1990.
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establishment of rating territories, requiring actuarial justification for the "underlying risk
considerations” relied on by an insurer for the territory established and ensuring that
impermissible factors, such as race, color, or national origin, played no role in establishing the
territorial boundaries.

5. Although there is evidence to suggest that territories as currently configured may
satisfy the legal requirements relating to what constit;.xte permissible "underlying risk
considerations” as interpreted by the Attorney General and the Insurance Commissioner, current
law also prohibits discrimination in automobile rates based on race, color or national origin.

6. There may be a correlation in some cases between those territories with the
highest rates and the African-American population of those territories. The Insurance
Commissioner has the statutory authority to investigate and, if appropriate, to seek to address

the correlation between high rates and African-American populations in rating territories.
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SECTION C. BODILY INJURY CLAIMS

injury component of an automobile injury claim, the B[ and PIP coverages. Therefore, the

?

Commission received and considered oral and written testimony, primarily from the insurance

industry, relating to these coverages and those factors which influence the costs of these

coverages. Specifically, the Commission examined: 1) as background, these coverages in the

these. coverages from a national perspective, as well as in Maryland in general and Baltimore
specifically; and 3) the anatomy of a typical automobile injury case in Maryland and the role BI

and PIP coverages play in such a typical case.

1. Injury Compensation Systems

for economic losses and noneconomic losses, such as pain and suffering, from the person who

Caused the injury. This recovery is typically from the BI liability insurance of the at-fault party.

ILag.




In order to recover from a third party, injury victims must be prepared to prove fault on the part
of the third party. Twenty-seven states are considered "tort" states.

In 9 states and the District of Columbia, drivers rely on the tort system, and claims
against at-fault third parties, in order to recover their economic and non-economic losses, but
there is a statutorily mandated first-party coverage, such as the PIP coverage described in
Section A above. These PIP benefits are essentially "no-fault" benefits, but there is no
restriction on the right of an injured party to purﬁue a Liability claim as there is under a true
no-fault statute. Maryland is an "add-on" state because Maryland law mandates the purchase
of first-party no-fault PIP benefits and Maryland law does not restrict the ability to sue third
parties for damages.

Finally, there are so-called "no-fault" states, where state law restricts the right of injured
parties to sue at-fault parties, and most economic damages such as medical bills, are paid to an

‘
injured party by that party’s own PIP or no-fault coverage. In such states, PIP is mandated, but
usually in an amount much higher than the $2,500 mandated in Maryland. The guid pro guo
for the abﬂify to receive payment for injuries without regard to the driver’s own fault is the
restriction on the driver’s right to sue others. However, in none of these no-fault states is the
right o sue absolutely prohibited. Each state law contains a "tort threshold" which allows for
suit against an at-fault party if the injuries exceed the threshold set forth in the statute. Often
these thresholds are described in monetary terms; however three states have laws that describe
the threshold by describing in words the type of injuries that must be sustained, e.g., "serious"
injury, before suit may be filed. These states are so-called "verbal" threshold states. Thus in

no-fault states, drivers carry some BI coverage. Twelve states have no-fault laws, and three

529 -




art !. additional states have so-called "choice” no-fault laws, in which a vehicle owner has the option

of being insured under a no-fault Policy or opting for a ful] "tort" option.

ns 2 Factors Relatine To Underlyine Costs
—=aaeadllls 20 Underlying Costs

ut According to the testimony recejved by the Commission from the insurance industry, the
in factor which most significantly impacts the claims cost to the insurer, which in tumn impacts the
ja | premiums paid by the consumer, is the bodily injury loss costs, i.e. the total dollars of BT Joss
e per insured vehicle.” Bodily injury loss costs are in turm dictated by severity of the average
2 ) claim, that is the average dollars of loss per claim, and the frequency of claims, that is the
d | number of claims per insured vehicle, in a particular territory.

d higher the accident rate in a given area, the more likely it is claims will be filed more

1 ; frequently. In turn, the accident rate may be affected by the vehicle congestion of the area

t '. Urban areas have more cars than rural areas, so one would expect higher accident frequencies,

2 ; and the data support this conclusjon Consequently, according to materia] submitted by the
!

L1

3 See note 16.

¥ See geacrally IS0, Inc., "Factors Affecting Urban Auto Insurance Costs*; Tillinghast, "Study of Private
Passenger Automobile Liability Insurance System*, November, 1990, Prepared  for the 1990 Governor’s
Commission on Insurance; IRC Report, "Trends in Auto Injury Claims* 254 Edition, February, 1995 (hereinafter
cited as "1995 IRC Report").
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Claim severity is also influenced by many factors. These include the relative costs of

health care in a given jurisdiction, the speed at which the accident occurs, and safety features

of the vehicle.®

a. National Trends

Before examining those factors which are particular to the Baltimore City and Maryland

insurance markets, the Commission examined national trends related to loss costs and insurance

premiums.

i. Bodily Injury Loss Costs

The most comprehensive study submitted to the Commission was a study completed by

the Insurance Research Council IRC) in February 1995 entitled "Trends in Auto Injury Claims:

Second Edition" (hereinafter cited as the "1995 IRC report”). The IRC is a nonprofit research

organization founded by the property-casualty insurance industry. This study examined those
1

factors which influence loss cost and changes in those factors between 1980 and 1993.

According to the 1995 IRC report, between 1980 and 1993, the average bodily injury claim

—payment grew 114%, from $4,755 to $10,587.%

1. Claim Frequency
~ According to the 1995 IRC report, between 1980 and 1993 there was a growing tendency
by Americans to file liability claims for injuries in automobile accidents. The number of bodily

injury liability claims per 100 insured vehicles rose 33 % during this period.” Interestingly,

¥ Id.
* 1995 IRC Report, p. 6.
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1995 IRC Report, pp. 7-8.
1995 IRC Report, pp. 5-6.
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iv. "Relative” Bodily Injury Claim Frequency
As noted above, claim frequency, the number of claims per 100 insured vehicles, varies
between city and rural areas due to those factors particular to urban areas, such as vehicle
density and traffic congestion. In order to compare the claiming frequency in rural and urban
areas, the Commission examined the relative frequency of bodily injury claims. This measure,

the number of bodily injury claims per 100 property damage claims, holds constant the

variations in accident frequencies in rural and urban areas due to factors such as increased traffic

density, and allows for comparisons between the number of BI claims per 100 PD claims in

cities and in rural areas.

According to the 1995 IRC report, this particular measure of frequency shows a marked

upward trend nationally:

The number of bodily injury claims per 100 property damage claims

* increased 18% between 1989 and 1993 to 29.3 from 24.9, an average annual

growth rate of 4.2 percent. Over the full 1980 to 1993 time horizon the number

- of bodily injury claims per 100 property damage claims increased 64 %. In other

words, given an accident, the likelihood of filing a bodily injury claim has
increased 64 % .*

Therefore, according to the 1995 IRC report, there is a national trend that for every
accident in which property damage is claimed, there is an increased likelihood of a bodily injury

claim being filed.

% 1995 IRC Report, p. 9.
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V. Differences In Relative Claim F ency In Urban And Rural Areas
W

Exhibit 6 (Figure 3-3 from the 1995 IRC report) illustrates the great disparity in relative
claiming rates between urban and rural areas in several selected states.
The 1995 IRC report concludes that these differences in rural and urban relative claiming

rates are attributable to the claiming behavior of urban accident victims:
) Examining data within a state gives some of the strongest evidence that claim
behavior varies from area to area. Differences from state to state as noted above
can be attributed to differences in state laws. Within a state, though, large
differences in the number of bodily injury claims per 100 property damage claims
strongly indicate differences in claiming behavior. Accidents in urban areas
typically occur at low Speeds, so should result in fewer bodily injury claims per

In ex—ami-m'ng the huge disparity in bodily injury rates per 100 insured vehicles in California, the

Teport notes that "a person involved in an accident in Los Angeles was more than twice as likely

21995 IRC Report, p. 15.

® 1995 RC Report, p. 16.




to have a bodily injury claim payment as an accident victim in any of the other three cities, a

clear sign of difference in claiming behavior, ">

vi. Differences In Injuries And Treatments Received In Urban And Rural
Areas

The relative claiming rate is not the only difference between rural and urban areas in the
states. The Commission examined reports submitted by the insurance industry relating to the
types of injuries reported by rural and urban claimants.

According to the 1995 IRC report, 75% of central city accident victims reported a sprain
or a strain, as compared to 51% of accident victims in rural settings.”> While these "soft
tissue” injuries are more prevalent in City settings, more serious injuries are more prevalent in
rural settings. Four percent of central city accident victims reported fractures, while 12% of
accident victims in rural settings reported fractures. Similarly, 1% of the claimants in central
city settings reported permanent total disabilities or fatalities, while 5% of claimants in the rural
areas were reporting permanent total disability or fatality. According to. the report, claimants
in central city settings were also less likely to have received no hospital treatment (53%) as
compared to claimants in rural areas (25 %).* These statistics corroborate the premise that
urBan accidents are less severe than those in more rural areas.” (As used in the cited studies
and throughout this Report, "soft-tissue" injury means sprains and strains that, unlike fractures

or lacerations, are generally not objectively verifiable.)

¥ 1995 IRC Report, p. 20.
* 1995 IRC Report, p. 16.
¥

7 1d
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The Commission has also reviewed a 1994 study entitled "Auto Injuries: Claiming
Behavior and its Impact on Insurance Costs" conducted by the IRC (hereinafter cited as the 1994
IRC study) that examined variations in injuries to automobile accident victims depending on the
location of the accident. This study corroborates the data in the 1995 Report concerning the

types of injuries sustained by urban accident victims,

claim'ants Treporting sprains and strains increased from 64% in 1987 to 71% in 1992. The
number of PIP claimants that did not experience any disability reiated to their injury increased
from 45% to 56% from the period 1977 to 1992, and pPIP hospital admissions have declined
from 18% in 1977 10 10% in 1992 Trends relating to the care of pPIp claimants by health
Care professionals track those trends described above relating to third-party claims.
"~ 7 Vi MNational Trends Relating To The Use Of Particular Health Care Providers
W
The 1994 IRC study also examined nationa] trends relating to the use of particular heaith

Care providers by automobile accident victims. The 1994 IRC study found there was an increase

* IRC study, "Auto Injuries: Claiming Behavior and its Impact on Insurance Costs”, September, 1994
(hereinafier cited as *1994 IRC Study"), p. 19.

¥ 1994 IRC Study, pp. 20-28.

' Id:
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in the use of particular health care Practitioners during the same period.' For bodly injury

claimants, 27% of the claimants used chiropractors in 1992 compared with 20% n 1987.4
Seventy percent used physical therapists in 1992 while 14% of bodily injury claimants used
physical therapists in 1987. In 1992, the average number of chiropractor visits vas 25 for
bodily injury claimants, and the average number of physical therapist visits per bodly injury
claimants was 19.* In contrast, the average number of visits by a bodily injury cLimants to
a physician or osteopath in other than an emergency room setting was 8.*° Several cinclusions
can be drawn based on these statistics relating to types of injuries sustained and tle type of
provider most likely to render care. First, as noted above, generally urban accidents are less
severe than rural accidents, and the types of injuries most frequently reported by urbax accident
victims support this premise. Further, the increased usage by urban accident ‘ictims of
providefs who treat less severe injuries is consistent with the fact the victims of urban
automobile accidents are less seriously injured. However, if urban accident victins are less
seriously injured than those in other areas, one would expect the medical expensis of such
victims, the economic losses, to be lower. The testimony and evidence was inconsisent on this
point. The 1994l IRC data show that the average BI payment for chiropractor am physical

therapists is $1,999 and $1,676 respectively, the highest among all providers in tie study.*

4 Id.
B
it
¥ A,
S Id.
4 Id
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Viii. Attomney Involvement

1) Attorney Involvement As A Factor In Insurance Costs

The insurance industry argues that one of the significant factors contributing to insurance

costs is the level of attorney involvement in automobile accident claims. Ip support of this

~ claim, the industry relies heavily on the data in the 1994 IRC study. The study concludes that

high levels of attorney involvement in auto injury claims are associated with high auto insurance
costs.”” The study, which is based on a closed-claim study of over 62,000 claimants, attributes

the high cost of attomney involvement to the fact that attorney-represented claimants report higher
economic losses, such as medical expenses, than do claimants who are not represented by

attomeys.®  For example, Figure 6-9 from the study (Exhibit 7) shows that for claimants

There are several possible explanations for the dramatic differences in losses and injuries
claimed by victims Tepresented by lawyers and those who are not. The Institute for Civil Justice

(CJ), part of the RAND Domestic Research Division, identified the following possibilities:

7 1994 IRC Study, pp. 58-59.

© 1994 IRC Study, p. 64.
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People who are more seriously injured or who incur greater losses are
more likely to seck representation. Attorneys are more likely to take on a client
whose injuries and losses are greater. Attorneys may encourage their clients to
obtain the medical attention they need or, they may encourage their clients to
obtain more medical attention than they need.*’

At least one explanation posited by the ICJ, that only the more seriously injured victims
are represented by counsel (and therefore the claims costs of such victims are higher because
their medical bills are higher) is not consistent with the data reviewed by the Commission. If
this explanation were the sole reason for higher claims costs in attorney-represented cases, one
would expect those states in which attorney representation is highest to also have the highest
incidence of serious injuries. In examining the incidence of serious injuries among claimants
in all the states, and the level of attorney involvement in automobile accident claims in the state,
the 1994 IRC study found that a particular state’s rate of serious injury (defined as fatalities,
brain in;(’uries, bone fractures, loss of senses or internal organ injuries) did not correlate with that
state’s level of attorney representation. >

Furthermore, if the rate of attorney involvement correlated with the seriousness of the
accident, one would expect a low level of attorney involvement in cities, because, as was noted
earlier, city accidents are generally less serious, not more serious, than accidents in rural areas.
However, as noted below, attorney involvement is greater in cities than in rural areas.

The 1994 IRC study asserts that the higher economic loss is due to more expensive

medical care rendered to claimants represented by counsel.” Using the back-strained victim

®  Institute for Civil Justice (CJ), "No-Fault Approaches to Compensating People Injured in Automobile
Accidents”, 1991, p- 27. g

*  IRC Study, p. 58.

' 1994 IRC Study, p. 65.
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described above, who lost no time from work and was therefore presumed not to be seriously
injured, the study in Figure 6-1] (Exhibit 8) shows little difference in the extent of
hospitalization for such victims whether or not Tepresented, but in Figure 6-12 (Exhibit 9), the

study shows that attorney-represented victims are more likely to seek care on 2 non-emergency

proper treatment and insurance fraud. The subject of fraud and excessive treatment for injuries
is discussed more fully in Section E of this Report.

2) Variation Of Attorney Involvement By Geography

The 1994 IRC study also suggests that attorney involvement in automobile injury claims
varies wfde]y by, but correlates with, accident location. The highest percentage of represented
bodily injury claimants are found in central cities (64%) and their suburbs (63%). In rura]

areas, 49% of claimants were represented by attorneys. 52

2 1994 IRC Study, pp. 46-47.




b. land And Baltimore

The Commission considered testimony and material indicating that Maryland and

Baltimore follow the national trends relating to automobile accident claims and those factors
which increase automobile insurax}ce costs, except that in many cases Maryland and Baltimore
outpace those trends resulting in higher premiums than in other cities and states.

i Bodily Injury Loss Costs

According to the 1995 IRC report, bodily injury loss costs in Maryland rank 13th highest
among the states.”® Although representatives of the trial bar argue that BI loss costs in
Maryland are among the lowest in the nation, the data cited above do not support this
conclusion.

While Maryland’s BI loss costs may be high in relation to other states, the Commission
also cor:sidered data relating to those factors which account for the great disparity of costs
among territories within Maryland. Exhibit 5 examines loss costs for territories in Maryland
established by Insurance Services Office (ISO) and shows that the average loss cost in Baltimore
City is three times that of rural counties ($305.67 vs. $104.53). In addition, the Commission
reviewed a report on relative loss costs by ISO. ISO examined 5 years of insurance data for 18
different cities and ranked these cities according to loss costs and claim frequencies relative to
the state as a whole.* Baltimore consistently ranked high in these "relativities" as compared
to such cities as Chicago, Miami, Newark, Boston and New York City. For example, the bodily

injury liability loss cost for Baltimore City was 2.37, meaning BI loss costs in Baltimore City

$ 1995 IRC Report, p. 5.

% IS0, Inc., "Factors Affecting Urban Auto Insurance Costs”, December, 1988.
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were 2.37 times BI Liability loss costs in the rest of the State. In this measure, Baltimore ranked
third highest, behind Newark and Philadelphia.

~ There are several sources of data concerning the claiming frequency of specific territories
in Maryland. The first is Maryland specific data in the 1995 IRC report. The second is data
submitted by the Maryland Automobile Insurance Fund (MAIF). The third is data reported by
ISO. .

The 1995 IRC study provides an analysis of bodily injury and property damage claim
frequency for the 50 states and for 9 Maryland territories. The data for the 9 Maryland _
territories are reproduced in Exhibit 5. Maryland ranks 13th among the states in terms of
overall claims frequency. As for particular territories in the State, Territory 1, which is
Balt'imore City, has the highest claim frequency (number of bodily injury claims per 100 insured
vehicles). Not only does Baltimore City have a high claim frequency relative to other territories
in the State, the ISO data show that Baltimore City had the third highest frequency of the cities
surveyed in that study.”® As with most cities, at least some of the higher costs of automobile

insurance in Baltlmore appear to be caused in part by the higher number of BL claims filed per

. lOO insured vehicles.

1id. "Relative" Bodily Injury Claim Frequency

An analysis of the 1995 IRC data on relative claiming rates, expressed as the number of
bodily injury claims per 100 property damage claims, demonstrates that Baltimore’s relative

claim frequency exceeds that of other cities. For example, in Baltimore, there are 62.1 bodily

% Id., p. 20.
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injury claims for every 100 property damage claims. This far exceeds the relative claiming rate ¢
in such cities as Miami (29.4), Oakland (45.6) Pinsburgh (18.0), Cleveland (40.8) and

Cincinnati (26.0).%

v. Differences In Urban And Rural Areas

Maryland and Baltimore also reflect national trends reflecting a great disparity between
urban and rural relative claim frequencies. As shown in Exhibit 3, the relative claiming rate in

Baltimore City (Territory 1) is more than twice the rate than for such territories as suburban

- e e

Montgomery County and Eastern Shore counties (Territories 8 and 13, respectively). This

——

means that for every accident that results in property damage for which a third-party claim is

o ————

filed, it is twice as likely that a claim for bodily injury will also be filed in Baltimore City than -

in suburban or rural territories. This increases insurance rates for residents of Baltimore City

)
Y.

as compared to residents of other jurisdictions.

t

The data submitted by MAIF also support the general proposition that bodily injury
claims are more likely to be filed when an accident occurs with a Baltimore City at-fault insured,

but the numbers suggest the problem is much worse among MAIF insureds. Accbrding to the

MALIF data, the ratio of bodily injury claims to property damage claims is 113.8, meaning that
for every accident that results in a third-party claim for property damage, there was at least one,

and in many cases more than one, bodily injury third-party claim.’

% 1995 IRC Study, p. 18.

57

Testimony and material submitted to the Commission by David C. Trageser, Executive Director, Maryland
! Automobile Insurance Fund.
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vi. Attomey Involvement

Just as Maryland and Baltimore are consistent with those characteristics described in the
preceding Sections relating to BI loss costs, claim frequency, and relative claim frequency,

Baltimore is consistent with, but exceeds, the national trends in terms of its leve] of attorney

———

* Iso, "Factors", p. 10.
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representation for BI claims. In Baltimore City, 89% of all bodily injury claimants were

represented by an attorney.” This was the second highest attorney-representation percentage

4
ST MW WA

for a city in the nation, second only to central city Los Angeles (92%). Similarly, Baltimore
had the highest PIP attorney-representation rate at 80% in central city.®® The next highest city
was Philadelphia with 77% and Washington, D.C. with 56%. The Washington, D.C. rate for

attorney representation for BI claimants for the city itself was 76%. Maryland ranked highest

- - among tort states for percentage of attorney involvement in BI claims at 74 %. Pennsylvania was }
ranked second at 68%, and Virginia was sixth at 55%. i
Several conclusions can be drawn from these data and data presented previously in this

Report relating to insurance costs in Baltimore City and attorney involvement. First, the data

discussed in this Section show that attorney involvement in an automobile accident case

substantially increases the claim cost of the accident, often by a factor of three. Baltimore has ]
t E
a high rate of attorney involvement compared to other jurisdictions in the State and to other

| cities. As a consequence, these data support the conclusion that attorney involvement plays a

role in contributing to high rates in Baltimore City.

There was no evidence explaining the high rate of attorney involvement, aithough the
High. rate of attorney advertising on television in the State was cited as one possibility.
Commission members noted, however, that television advertisements are seen by a wider
audience than just Baltimore City. One pgssible explanation is that, as discussed previously, the

likelihood of attorney involvement increases as the seriousness of the accident increases.

% 1994 IRC Study, p. 48.

' “® Id.
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residents in other cities. In fact, the testimony submitted suggests that because accidents in
urban areas occur at lower speeds generally, one would expect fewer injuries in City accidents,

and therefore no increased likelihood for attorney involvement.

3. Anatomy Of A Bodily Injury Claim

coverage, and utilization of health care providers.

As noted above, most claimants in automobile accidents in Ba_ltimore City, and the rest
of the State, are represented by counsel. Therefore, in the vast majority of automobile accident
Cases, either the claimant contacts 4n attorney or the attorney contacts the claimant. Once
I‘Cpmse;tat;on is established, the attorney opens 2 files in the case, a PIP file against the injured

party’s own insurer, and a third-party BI and PD liability file against the party alleged to be at

fault.

study,




care provider by their attorney.®! This is the highest referral rate in the country. Reasonsfor

this high rate of referral may vary. It was suggested to the Commission that some claimants,
lacking health insurance and having no family physician, may not know of a provider to ee.
However, the Commission also received testimony from the insurance industry suggesting that
in some situations involving insurance fraud, such referrals are made by an attomey to a
provider known by the attorney in order to ensure a more lengthy and expensive course of
treatment than the injuries or alleged injury may merit, thereby increasing recovery. In any
event, the typical automobile accident claim in the City is for soft-tissue injuries, such as sprains
and strains. This is generally corroborated by a study conducted by MAIF, which indicated that
for MAIF insureds, 93% of all PIP medical payments were for the treatment of soft-tissue
injuries.

As treatment is rendered, bills are generated. As noted in Section A.3. , the medical bills

‘
in automobile accident cases may be submitted to several different sources for payment. The
testimony suggests that initial visits to health care providers are usually paid for through the PIP
coverage. The bills also may be submitted to a health insurance carrier, and, ultimately, the
medical bills are part of the "special” or economic damages for which payment is sought from
e 4t-fault third party. The testimony indicated that although health insurers may seek recovery
of such payments from at-fault parties through subrogation, this is not always or easily done.*?

There was testimony that focused on the manner in which automobile accident cases are

negotiated and settled by the parties, particularly as to the recovery for noneconomic damages

% 1994 IRC Study, p. 68.

€ Testimony of Jeffrey S. Joy, Director of OPL & Cost Containment, Blue Cross Blue Shield of Maryland.
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such as pain and suffering. The third-party claim has several components: the property damage

claim, if, for example, the injured party’s car was damaged, the bodily injury damages such as

multiples of the "specials” to determine general damages was supported by several studies
revieweg by the Commission. One study, prepared by the Institute for Civil Justice, found that
for individuals with less than $2,000 in medical bills, total recoveries averaged 2.5 times their
economic loss.® A study prepared by Tillinghast. an independent actuarial firm, found that
for cv;ary $1.00 of economic losses paid to injured parties in Maryland, those claimants that
hired an attorney received an additional $1.57 in noneconomic losses & The 1994 ICJ study

suggested that in the case of less serious injuries, claimants with attorneys received two-to-three

dollars for each dollar of economic loss.

——

€ IQJ, "No-Fault Approaches to Compensating People Injured in Automobile Accidents®, 1991,

2 Tillinghast, "Govemor's Commission on Insurance: Study of Private Passenger Automobile Liability
Insurance System", November, 1990, p..37.

© 1994 [RC Study, p. 62.
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Representatives of the trial bar testified that the use of formulas to determine pain and

suffering was an innovation of the insurance industry to more easily allow for the settlement of
cases without the need for a trial.

The testimony describing the typical automobile accident case raises several points of
importance to the Commission. First, as noted in Section A, there are several opportunities for
multiple recovery for a claimant’s medical expenses in the system. For example, if health care
visits are first paid for by a health insurer, the claimant may also recover payment from his or
her PIP carrier. This is because the law requires that PIP payments are paid without regard to
other sources of payment. In the case where PIP pays for the initial visits rather than a health
insurer, the chances for double recovery are lessened since more health insurers will seek to
coordinate benefits with the PIP carrier and avoid double payment. However, whether or not
a claifnant receives multiple first-party recoveries, the law permits the same bills to be submitted '
to the at-fault party for payment. Since these multiple recoveries are made in large part from
BI and PIP coverages, these multiple recoveries add to the cost of automobile insurance
generally.

The second point of significance for the Commission is that, as noted in a 1995 report
by the Institute for Civil Justice,* the current system of claimant compensation, which allows
for double or even triple recovery of medical costs, and which compensates victims for pain and
suffering based on a multiple of the actual damages sustained, coupled with the current system
of attorney compensation wherein attorney’s fees are linked to the size of the total recovéxy,

creates the opportunity for some unscrupulous claimants, health care providers and attorneys to

“ Institute for Civil Justice (ICY), "The Costs of Excess Medical Claims for Automobile Personal Injuries*
1995, p. 5 (hercinafter cited as "ICJ, Excess Medical Claims"),
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BI and PIP coverages.

4, No-Fault Insurance

person’s bodily injury (BD) insurance Ppays the compensation the at-fault person owes to the
injured person up to the lmuts of the policy.

Under a no-fault System, compensation for certain injuries is obtained from the injured
party’s own nsurer, so-called first-party Coverage, without regard to fau. In general, a no-

fault insurance System will bar fault-based third-party liability claims unless the injury sustained

by the injured party is sufficiently serious so that the law allows a third-party claim as well as




',

"verbal threshold” which describes in words (e.g. "significant and permanent loss of an

important bodily function") when a person’s injuries exceed the "threshold” and therefore when
that person may sue the at-fault party. Other state laws contain a so-called "dollar threshold"
which permits an injured party to sue a third-party tortfeasor if the medical costs and other
damages of the injured party exceed a specified dollar amount. By exceeding the threshold, an
injured party in a no-fault state can sue for all economic loss above that which that injured
party’s own PIP coverage will cover, as well as any noneconomic losses such as pain and
suffering, since those are not covered under the first-party PIP coverage.

The Institute for Civil Justice at RAND Corporation conducted an exhaustive study of
no-fault in 1991 entitled, "No-Fault Approaches to Compensating People Injured in Automobile
Accidents." The study was based on a closed-claim industry survey conducted by the All
Industry Research Advisory Council (AIRAC), currently called the Insurance Research Council

‘

(IRC). That study made a comparison of the gross and net compensation received by claimants

in tort and no-fault states, as well as the relative "transaction cost,” such as claims processing

 and attorneys’ fees.

In tort states, the gT0ss compensation paid to people injured in a’utomobile accidents
averaged $4,681. Of this, claimants netted an average of $3,645, with $1,036 going to legal
fees and other transaction costs. RAND used a simulated mode] to estimate the total
compensation the average individual should have received, and the transaction costs, under a no-
fault plan with a strong verbal threshold and a $15,000 PIP benefit level. Because the

transaction costs were significantly reduced under the no-fault alternative, claimants took home

€ ICJ "No-Fault Approaches to Compensating People Injured in Automobile Accidents”, 1991, pp. 18-25.
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Le., a strong verbal threshold and a $15 ;000 PIP benefit level. The specific regults may vary
depending on the actual design of the no-fault plan. In general, transaction costs account for
about one-third of injury coverage costs in the tort system and a no-fault approach could reduce |
these transaction costs by about a third, resulting in an overall net reduction in tota] injury
Coverage costs of about 10 percent.® However, as described above, such reductions can mean
reductions in compensation paid to claimants as well. Such a result can be expected based on
the fundamental differences between a no-fault and tort system. Shifting from a tort system to
a n.b-fault System means that injured people recover from first-party sources; Le., their own
insurer, rather than their third-party compensation sources. First-party sources, however, can
only Tonipensate for economic losses. Therefore, the reductions in net compensation to no-fault
claimants generally are for noneconomic losses. The study concludes, in fact, that in general

economic losses are generally more fairly Compensated under a no-fault System than under a tort

system
® 14
¢ 1d
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Given the Commission’s charge, the issue of particular concem to the Commission is

this issue, and although the data suggest that there may be some savings attributable to no-fault
insurance, the data in the reports are not conclusive. For example, the Research Division of the
Maryland Department of Legislative Reference published a study in December 1990 entitled "No
Fault Auto Insurance: Does it Provide Consumers More Benefits at a Lower Cost?" The report
used a multiple regression analysis to examine the relationship between average premiums,

average losses, and no-fault insurance jn various states, The report found that many of the

benefits associated with no-fault insurance are paid faster and that no-fault claimants receive a

greater percentage of the total compensation. However, the report also concluded:
The current ’in-balance’ no-fault Systems do not provide these benefits at a lower
Cost. Between 1984 and 1989, the average auto insurance pPremium in tort states
was lower than in "in balance” no-fault states ($365.06 vs. $288.29). A multiple

regression analysis revealed that the option of an "in balance” no-fault system
increases average auto insurance premiums by $26.80.7

The insurance industry argues that an alternative to the traditional no-fault plan is the so-
called "choice" no-fault proposal in which a consumer may choose either a traditional tort-based
auto-insurance plan or a no-fault plan. The industry cites a research brief prepared by the
Institute for Civil Justice which suggests Maryland consumers would save on the average of 38%
in premium costs if a choice no-fault Plan were enacted.” However, the plan analyzed by the

ICY is an "absolute" no-fault plan in which "motorists may never sue, or be sued, for

®  Dr. Elizabeth Sammis, Maryland Department of Legislative Reference, "No Fault Auto Insurance - Does
It Provide Consumers More Benefits at a Lower Cost?", 1990, p. 14.

" Institute for Civil Justice (CY) Research Brief, "Choosing an Alternative to Tort", July, 1995.
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loss costs are in turn influenced by claim severity and claim frequency. In general, urban areas
have higher claims frequency, and thus higher insurance premiums.

2 Urban areas generally reflect a higher relative claim frequency, which s defined
as the number of BI claims per 100 PD claims. This measure allows for a comparison between
rural and urban areas, controlling for variations in those factors that affect frequency such as
vehic}e density and traffic congestion. Urban areas ip general have higher relative claim
frequencies. This higher relative claim frequency is most likely attributable to differences in
claiming behavior among urban accident victims. That is, it is more likely that accidents in
urban areas will result in a bodily injury claim being filed. This increases BI loss costs, which

in tum increases premiums. p
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4. Urban accident victims are more likely to claim soft-tissue injuries than rural
accident victims.

5. Maryland and Baltimore track several national trends relating to automobile
accident claims and factors that influence premium costs. However, in many cases those factors
are more prevalent in Maryland and Baltimore.

6. Baltimore City has higher bodily injury loss costs than other areas of the State.

Baltimore City has a greater claim frequency than any other area of the State. Some data show
: Baltimore has a high rate of claim frequency even compared to other cities. More frequent
claims result in higher loss costs in Baltimore City. This contributes to high automobile
insurance premiums in Baltimore City.

7. The relative claim frequency in Raltimore City is'more than twice that of suburban
or rural p?.rtS of the State. This means that for every accident in which a property damage claim
is filed, it is twice as likely that a bodily injury claim will be filed if the accident occurs in
Baltimore City than in other areas of the State. The same holds true for PIP claims. The higher
claim rate appears to be a function of claimant behavior.

8. Among tort and add-on states, Maryland ranks highest for the level of attorney
involvement in BI claims arising out of automobile accidents. Raltimore mnk; second highest
among cities for the level of attorney involvement in BI claims arising out of automobile
accidents. Because there is a correlation between attorney involvement and higher loss costs,
the high level of attorney involvement in Baltimore City is a factor in Baltimore City’s high

1nsurance rates.
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a. Claimants are compensated for noneconomic damages based on a multiple
of the economic damages sustained by the injured party, and therefore increase their recovery

- Vfor pain and suffering, and thus thejr total recovery, by increasing their special damages;

subject to multiple recoveries, each dollar Spent on treating an injury covered by PIP increases

the claimants overa]j recovery; and

These incentives may influence the claiming behavior of urban accident victims described
in Finding No. 7 above. =

T1."  No-fault automobile insurance laws, if adopted in the proper form, have the
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SECTION D. PROPERTY DAMAGE COSTS

As noted in Section A, the bodily injury (B component of the premium for the
minimum mandatory coverages is the largest, constituting almost one-half (1/2) of the entire
premium, with personal injury protection (PIP) constituting the second largest portion of the
premium, about one-fourth (1/4). Property damage (PD) constitutes about 15% of the total
premium and, although not as fertile a source for savings as BI and personal injury protection
(PIP), was investigated by the Commission as a possible area for savings. The point was also
made to the Commission that for those individuals who purchase collision and comprehensive
Ccoverages, these coverages can add significantly to the cost of auto.mobile insurance.

The Commission heard testimony from representatives of three different insurers

automobiles, and the high cost of replacement parts for automobiles.” Replacement parts
constitute approximately 37% of claims costs. Modern features such as airbags and on-board
computers increase the cost of repairing new vehicles which are damaged in automobile
accidents. As such, property damage claims costs are more a function of claim severity than
claim frequency. Data were submitted showing that the availability of after—market" parts can
help to reduce repair costs in two ways. First, such parts are generally cheaper than original
equipment manufacturer (OEM) parts. Second, the greater availability of such lower-priced
parts appears to create downward pressure on the price of OEM parts because of the competition

between "after-market” parts-and original parts.

& Testimony of Glen Peterman, Nationwide Insurance; Bob Browning, State Farm Insurance.
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e ' damage to vehicles These programs are offered by insurers On a voluntary basis to insyrcds
. T They bear some resemblance to Managed-care options for health insurance in that the inswicr
the

Testimony of Jeffrey Rouch, Nationwide Insurance Company.

§ 490Q(b), Article 48A, Md. Ann. Code,




activated or positioned by the driver at the driver’s discretion are less effective in preventing
automobile thefts. The Commission also received testimony concerning the Vehicle Thef
Prevention Council and the Vehicle Theft Prevention Fund, which were created by legislation
to provide grants to law enforcement agencies and community groups to target auto-theft
prevention.’®

FINDINGS:

1. The most significant factor influencing property damage costs is claim severity.
Z Claim severity is largely determined by the costly nature of new automobiles and

the expense of replacement parts.

™ §§4-1601 et seq., Art. 41, Md. Ann. Code.
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Tcstimony of David Snyder, American Insurance Association.

K IQJ, "Excess Medical Claims", p. 13.
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this methodology is that hard injuries, such as loss of a limb or fracture, are objectively
verifiable. It is difficult, or even impossible, to make a claim for a "hard injury" that in fact
- is nonexistent. That is not the case with soft injuries such as sprains or strains. Such 1njuries
are not generally objectively verifiable and present an opportunity to exaggerate their existence
or seriousness. However, in Michigan and New York, one would assume that claims for
nonexistent soft injuries would be rarer because of the strong verbal threshold which prohibits
third-party claims except for the most serious of injuries.”

Michigan and New York have a soft-injury/hard-injury index of .7; in other words, there
are seven soft-injury claims for every 10 hard-injury; claims. The authors of the study compared
the extent to which the ratio of soft claims to hard claims in each state exceeds the cor:responding ’
ratio for Michigan and New York to measure the degree to which claims are being submitted
for nonexistent soft injuries in that state. Under this methodology, Maryland had the second

‘
highest claiming rate for these so-called nonexistent injuries, second only to California.®
Whether this ratio is a reliable measure of nonexistent claims was debated by Commission
members. However, it does show that Maryland has the second highest percentage of soft-tissue
injuries, compared to hard injuries, in the nation. See Exhibit 10,
~ The ICJ authors also studied the incidence of cost buildup on soft-injury claims.
Maryland fared better in the ICJ study on this measure. Again, the study used Michigan and

New York to establish an index based on the assumption that there is little incentive to build up

costs on soft-injury claims in Michigan and New York because of the strong verbal threshold.

HSD L
¥ ICJ, "Excess Medical Claims, p. 14.
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examinations by well-trained professionals, However, the representatives conceded that because

AY

of the subjective nature of soft-tissue injuries, fraud does occur.
b. "Phantom" Vehicle
The Commission recejved testimony that the property damage (PD) portion of UM

coverage is particularly susceptible to abuse and fraudulent claims. This possibility arises in

c. Accident Reports
The Commission received testimony that the absence of accident Teports prepared by law

enforcement officers created opportunities for the filing of fraudulent claims. A typical scenario
is the filing of a bodily injury (BI) or personal injury protection (PIP) claim by a person not

involved in the accident, but who has taken advantage of the lack of official documentation
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concerning the number of victims reported at the time of the accident. The former head of the
Maryland Insurance Fraud Unit testified that so-called "jump-ins" were a frequent form of
insurance fraud.* Although historically law enforcement units prepared accident reports, the
recent focus of such officials on crime-prevention has meant that in some accidents where no
serious bodily injury is reported, law enforcement units may not respond to the accident, or if
they do, no report is taken.

d. "Runners”

The Commission received compelling testimony from both the former head of the
Maryland Insurance Fraud Unit and the current Associate Commissioner of the Fraud Division
of the Maryland Insurance Administration concerning the use of "runners" by attorneys and
health care providers. Through the use of police scanners and other techniques, runners
converge: on automobile accident victims, offering the services of the attorneys or health care
providers for whom they work, and providing the victims information on ways to receive money
as a result of the automobile accident. Victims may be offered cash up-front for visiting an
attorney or clinic recommended by the runner.® "Good" runners may make as much as $3,000
a week when working with an attorney or health care provider.® One witness speculated that
based-on his personal knowledge of 8 to 10 runners working in Baltimore Cit;, there could be

as many as 80 to 100 runners working in the City.®

Testimony of Lt. John Davis, Maryland State Police.

¥ Testimony of Lt. John Davis, Maryland State Police.

£ Testimony of Ronald A. Sallow, Associate Commissioner of Insurance Fraud Division, Maryland Insurance

Administration.
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use the clinic. According to the testimony, some clinics only took patients who were referred

from certain attorneys.*® Much of the treatments at the clinics were performed by assistants,

with trained medical personnel seldom in attendance 3

¥ Testimony of Lt. John Davis, Maryland State Police.

14

¥ $10-604, Business Occupations and Professions Article, Md. Ann. Code.

i Testimony. of L. John Davis, Maryland State Policy, Ronald A. Sallow, Associate Commissioner of
Insurance Fraud Division, Maryland Insurance Administration, Richard T. Peret, Jr., President, American Physical




2 Procurement of Automobile Insurance

The Commission heard testimony concerning the particular problem of individuals who
commit fraud as part of the procurement of insurance. The two areas on which the Commission
focused were misrepresentations in the insurance application and so-called "rate jumping".

a. Material Misrepresentations In The Application

Testimony on this issue focused on a recent decision by the Maryland Court of Appeals,

Van Hom v. Atlantic Mutual, 334 Md. 669 (1994). In that case, the insured failed to disclose,

in response to a question on the application as to whether he had a physical impairment, a
history of epilepsy. The insured was subsequently involved in an automobile accident with a
bicycle rider. The bicyclist claimed against the insured’s Liability coverage. In the course of .
investigating the claim, the insurer learned of the misrepresentation on the insurance application
and sm‘lght to void the contract ab initio, or from the inception of coverage, and thus avoid any
liability for the bicycle accident. The Court of Appeals held that the insurer was barred from
voiding the policy as to any claims of persons not involved in making the representation. The
Court declined to rule on whether the insurer could deny first-party benefits to the insured in
light of the misrepresentation. The testimony before the Commission was that the type of
misrepresentation involved in Van Hom is another source of expense for autc;mobile insurance
premiums. If an insurer would not have issued a policy if the true facts had been known at the

time of application, then any claims paid as a result of the fraudulently procured policy are costs

which are inappropriately bome by all policyholders.
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b. "Rate-Jumging"

jumpers. The testimony of one insurance company representative suggested that as many as

26,000 Baltimore City vehicles incorrectly listed non-City addresses.®

¥ Testimony of Jeffrey Rouch, Nationwide Insurance Company.

T
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2. The absence of reliable accident reports contributes to opportunities to commit

insurance fraud.

3. The use of "runners" by attorneys or health care providers contributes to the

incidence of insurance fraud and that notwithstanding current Maryland law and professional
rules prohibiting such conduct, some lawyers utilize runners,

4. Attorney and health care licensing and disciplinary boards have not been effective

in combating insurance fraud.

3% All insurance consumers pay for the costs of those who procure insurance

fraudulently, or those individuals who, by means of “rate-jumping”, fail to pay full premiums

for their insurance.
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insurance in Baltimore City. In large part this testimony was similar to that considered by the

General Assembly during the passage of House Bill 923 (1995).
1.-  Market System

As is the case in the rest of the State, there are three automobile insurance
markets in Baltimore City: standard, non- (or sub-) standard and residual. The standard market,
.which is most attractive to private insurers, consists of drivers who are "good" risks, those with
clean driving records. The non- (or sub-) standard market, which is Currently serviced by both
private insurers and the Maryland Automobile Insurance Fund (MAIF), consists of drivers who
an:: not particularly good risks but are stil] insurable. The residual market, which MAIF was
created to serve when Maryland adopted mandatory automobile insurance, consists of drivers
who are such bad risks that they are uninsurable in the private market %

House Bill 923 ..(1995) Was proposed by the Governor and enacted by the General
Assembly to stimulate the standard and non- (or sub-) standard markets in-Baltimore City by
requiring private insurers to submit and implement marketing plans in Baltimore City and to
market their products in the Same manner in the City as in the rest of the State. It was also

designed to move good risks away from MAIF and into the standard market.

' §243B(a), Article 48A, Md. Ang. Code.
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e Private Insurers And Agents

The Commission received testimony that some private insurers and the agents who sell
their products are not as aggressive in Baltimore City as in other locations.”? There was
discussion among Commission members as to whether this was based on racial discrimination,
particularly in the placement of agents by insurers. Representatives of the insurance industry
strongly denied the suggestion of racial discrimination®, and assert their marketing efforts are
appropriate and designed to serve drivers in Baltimore City.*

3 MAITF And MAIF Producers

Although designed to serve the residual market only, MAIF has become active in the
non- (or sub-) standard market, particularly in Baltimore City. One reason suggested for this,
at least in part, has been the unwillingness of the private industry to solicit in Baltimore City.
Howe\'/er, industry representatives testified that the private industry has been successful in
"depopulating” MAIF by offering insurance to consumers who previously would have been
insured by MAIF.* However, these representatives claim that the insurers who serve the
standard and non- (or sub-) standard markets are limited in their ability to expand in the City
because MAIF has subsidized rates in Baltimore City. While this has haq the beneficial effect
of holding rates down in Baltimore City in the non- (or sub-) standard and residual markets, it

has also inhibited private insurers from competing on the basis of rates in the non- (or sub-)

3

R&B Unlimited, Inc., "Underlying Risk Considerations", at pp- 4-5 through 4-7.
®  Testimony of Marta Harting, Attorney for State Farm.
*  Id., and testimony of Scott W. Zeigler, Progressive Northern Insurance Company.

95

Testimony of Henry H. Stansbury.
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standard market. Two important public policy issues, therefore, are: 1) should MAIF be

;H permitted to subsidize rates? and 2) should MAIF be permitted to write in the non- (or sub-)

FS standard market?

L MAIF accepts business through independent agents or brokers known as "MAIF !
y producers”. The Commission heard testimony that Suggests that some MAIF producers engage

specifically by selling unnecessary but expensive additional coverages ("add-ons") and by

financing insurance premiums, through wholly-owned subsidiaries, at excessjve interest rates,

FINDINGS:

T The private insurance industry is not servicing the standard arnd non- (or sub-)
standard markets in Baltimore City as well as in other Jurisdictions.
2. MAIF has been forced by market failure to service the non- (or sub-) standard

market as well as the residual market in Baltimore City.




3. MAIF is making it difficult for private insurance companies to compete in the ’

non- (or sub-) standard market in Baltimore City because MAITF is not charging adequate rates

in Baltimore City.

4. MAIF drivers often unknowingly purchase unnecessary add-on coverages from

MAIF producers in Baltimore City.
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SECTION G. INSURANCE COMPANY PROFITABILITY AND EFFICIENCY

’ In an effort to fully examine all possible sources of high insurance rates for automobile
drivers in Maryland, the Commission examined whether insurer profitability is a factor which
increases insurance rates in Maryland. There was evidence presented that insurers in Maryland

as compared to other states either paid out too little money in claims Payments or collected

excess premiums from their insureds. ¥’

The Commission heard from the Director of Research for the National Association of
Insurance Commissioners, although the witness spoke from his personal professional expertise
rather than aS a representative of the NAIC.”® The thrust of the testimony before the
Commission was that the Maryland private passenger automobile insurance market is
characterized by a few top sellers that possess significant market shares, and a large number of
smaller companies that impose competitive pressure on the larger companies. To assess whether

'
this market is performing efficiently, in the sense that profits are not excessive, experts examine
various measures of profitability such as loss ratios, return on net worth, and estimated rate of
return. The loss ratio measures the amount of benefits that insureds receive in relation to the
premium paid. The testimony was that over the past ten years, loss ratios at the national level
have beéen” only slightly higher than in Maryland.” With respect to Baltimore City in

particular, the data show that the loss ratio for liability coverage in Baltimore City for the period

7 Statement of Marc Wetherhorn, Regional Director, Maryland Citizen Action Coalition.

%  Robert W. Klein, "Structure and Performance of the Maryland Auto Insurance Market”, November 13,
1995.

¥ W,p.7.
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1990-1992 was 87%, while the loss ratio for the rest of the State was 72%.'® These data
suggest that in fact consumers in Baltimore City receive a higher level of benefits in relation to
their premiums than do consumers in the rest of the State. In all, statistics relating to lo.ss
ratios, one measure of profitability, do not suggest that higher rates in Baltimore City are the

result of excess profitability, nor are rates higher in the State as a whole due to excess

profitability.
- Other measures of profitability tell a generally similar story. The estimated rate of return
| for Maryland personal automobiles was 13.3% in 1994, with a ten-year average of 10.2%.!°!
The testimony before the Commission was that these numbers were higher than the national
average but that the national average was affected in a downward direction by the very poor |
performance of several states. The same conclusion was reached with respect to operating
profits fc'n' personal automobile insurers.
The testimony suggesting the relative benefits to the consumer from a competitive market
were also supported by an examination of profits earned and rates used when a state is under

a competitive rating rather than a prior approval system of regulation. In Maryland, during a

period in which automobile insurance was under a prior approval system of rating (1990-1994),
insu:er I;roﬁts were higher than during the period when a competitive rating system was in place
(1985-1989).'% The explanation offered was that, under prior approval, insurers are reluctant
to file for rate decreases because if experience worsens, it may be difficult to secure a rate

increase, at least on a timely basis. Thus, rates may tend to be higher under a prior approval

' Testimony of Robert W. Klein.

‘! Robert W. Klein, "Structure and Performance of the Maryland Auto Insurance Market®, Table 2.

2 Id.
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System, assuming there is no artificial rate suppression. The Commission notes under House
Bill 923 (1994) introduced by the Governor and passed by the General Assembly, private
passenger automobile insurance was placed under a competitive rating system. The testimony
before the Commission was that since the passage of that Bill, there were more rate decreases

filed with the Maryland Insurance Administration than rate increases.!®

Finally, the testimony suggested that consumer education was a central element to an
efficiently operating insurance market.'® Consumers only benefit from the competitive forces
between companies if they are aware of the price difference between insurers. The Commission
notes‘that House Bill 923 (1994) included a provision for a 1-800 telephone number operated
by the Maryland Insurance Administration, and that the Maryland Insurance Administration
publishes a rate guide for automobile insurance consumers in Maryland.

FINDINGS:

1. According to data submitted by the NAIC, insurance rates in Baltixi:ore City do
not appear to be caused by excessive profits by automobile insurers.

¥/ On a statewide basis, the testimony before the Commission was that the personal
automobile insurance industry in Maryland is not inefficient or excessively profitable.

3. ©  Competitive rating and a competitive market have beneficial effects for consumers
in the form of lower rates and lower insurer profitability.

4. Consumer information and education is essential to creating and maintaining a
competitive market for automobile insurance. Although adequate consumer information is

available in Baltimore City, efforts at consumer education have been inadequate.

'® " Testimony of Linas Glemza, Actuary, Maryland Insurance Administration.

" Testimony of Robert W. Klein.
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SECTION H. HIGHWAY SAFETY

The Commission received data and testimony, primarily from the Insurance Institute for
Highway Safety, that certain highway safety measures can serve to limit accidents and lower
automobile insurance costs.

% Enforcement Of "Red-Light" Laws

The data presented show that generally a large proportion of urban crashes occur at
intersections and that a principal contributing factor in such accidents is the failure to obey
traffic control devices.'® Drivers running red lights constitute a major portion of intersection
crashes.'®  Typically, those who are red-light violators have more tickets for moving
violations, generally have poorer driving records and are less likely to wear seat-belts than other
drivers. Although actual cost savings estimates were not provided to the Commission, clearly
a redulction in red-light violators would serve to lessen the accident rates, particularly in
Baltimore City and other urban areas.

Two possible measures were suggested as a means to reduce the incidence of red-light
violations. The first is the use of red-light cameras. These are cameras that record the license
plates of cars entering intersections after a red-light. Tickets are mailed to the vehicle owner
based on the information in the photograph. The cost of the camera and installation may be
$50,000. Studies show that when used, red-light cameras may decrease right angle collisions

32%, with a corresponding decrease in injuries by 10%.

'®  Characteristics of Red Light Violators, Insurance Institute for Highway Safety, October, 1994.

1% 1d.
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The second measure to reduce red-light violations is to lengthen the duration of the
yellow traffic signal, which has been shown to reduce the incidence of vehicles entering an
intersection on the red-light.

% Primary Enforcement Of "Seat-Belt" Laws

The Commission received information concerning a primary seat-belt law enforcement

program that was established in North Carolina in 1993 entitled "Click-It or Ticket". The
program was a cooperative effort of law enforcement, the governor, community groups and
>other leadem to increase the usage of seat-belts and child safety seats in that state. Seat- belt
“checkpoints” are the focal point of the program. According to the statistics submitted to the
Commission, seat-belt usage in the State rose from 64% before the program was implemented
to 80% immediately after the initial program implementation. “Click-It or Ticket" savings were
estimated at $37.3 million from reduced fatalities and $13.85 million from reduced serious
injuries, for a total savings of $51.16 million '??
The Institute also cited studies of other states in which "primary” enforcement seat-belt
laws were enacted and in which seat-belt usage increased substantially. These states include

New York and California. Maryland currently allows enforcement of its mandatory seat belt

law onl¥ as”a secondary action when a police officer detains a driver for another violation of

law 108

3L Enforcement Of "Speed-Limit" I aws

The Institute submitted to the Commission studies concerning the use of radar detectors

and their impact on vehicle speed. Excessive speed is a contributing factor in automobile

——

' Data submitted by the North Carolina Governor’s Highway Safety Program.

" §22-412.3(g), Transportation Article, Md. Ann. Code.
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crashes. For example, one study in Kentucky suggested that speed was a factor in 9% of all
crashes and 37% of fatal crashes. Furthermore, crash damage and injury severity increase
exponentially as speed increases. The studies submitted show that radar detectors are widely
used to evade speed limit restrictions.!® Thus, to the extent banning devices whose only
purpose is to evade speed limit restrictions reduces the number of speeding vehicles, accident
severity and frequency should decrease.

FINDINGS:

1 Highway safety factors contribute to the severity and frequency of automobile
accidents.

2. In urban areas, failure to obey traffic control devices, such as stoplights,
contributes to automobile accidents. In Baltimore City, there appears to be an increasing
disregard for stoplights.

‘

3. The use of seat-belts reduces the level of injuries sustained in accidents and
therefore reduces the costs of compensating automobile accident victims.

4. On highways, speed in excess of the legal limit contributes to both the frequency

and severity of accidents.

'®  Testimony of Charles A. Hurley, Insurance Institute for Highway Safety.
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PART I

RECOMMENDATIONS
SECTION A. GENERAL DISCUSSION
There are two groups of consumers affected by automobile insurance reform: those who

purchase automobile insurance and those who suffer injuries in automobile accidents. The

recommendations to reduce the cost of automobile insurance for insureds in Baltimore City
| without depriving claimants adequate compensation for bodily injury and property damage
ansmg out of automobile accidents in which the claimants are not at fault.

To achieve this purpose, the Commission is proposing a series of recommendations to
the Governor that require legislative action. Although the purpose of the Commission is to
reduc? rates in Baltimore City, its Tecommendations are statewide so that all residents of the
State may benefit from reduced automobile insurance costs.

The Commission’s legislative recommendations fall into two broad categories: (i) those
that reduce the cost of automobile insurance by reducing the underlying loss costs covered by
automobile insurance, and (ii) those that reduce the cost of automobile insurance by eliminating
mandatory coverages. The former recommendations are the more meaningful because they
reduce insurance costs without reducing coverage. It s, therefore, the Commission’s hope that
the recommendations relating to underlying loss costs will reduce the average cost of mandatory
automobile insurance Coverages in Baltimore City by at least 20%. This goal was selected
because, in the opinion of the Commission, it is meaningful and achievable. The

Trecommendations relating to the elimination of mandatory coverages would then give the
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automobile insurance consumer in Baltimore City and elsewhere the option of reducing
automobile insurance costs even more by foregoing certain duplicative or unwanted coverages.

The Commission has decided not to make legislative recommendations in four general
areas. First, the Commission does not recommend that the General Assembly eliminate or
modify territorial rating by insurance companies. Arbitrarily shifting automobile insurance costs
from Baltimore City to other jurisdictions for the sole purpose of lowering premiums in
Baltimore City is neither fair nor politically feasible.

Second, the Commission does not recommend that the General Assembly adopt a no-fault
system for compensating accident victims. While the evidence suggests that a pure no-fault
system will reduce the underlying loss costs covered by automobile insurance, no state has yet
adopted a pure system. In light of the history of no-fault proposals in Maryland, it appears
unlikely 'that a no-fault system capable of reducing costs would be enacted by the General
Assembly. Indeed, a no-fault system capable of being enacted by the General Assembly may
actually increase costs. Some states have adopted or are considering "choice” no-fault in which
each insured decides whether to remain within the current tort system or opt into a no-fault
system. While the merits of consumer choice are obvious and while in theory a "choice" system
produces substantial savings, it is not apparent to the Commission, in light‘of past legislative
history, that a "choice" system capable of being enacted by the General Assembly will produce
greater savings than can be produced by the recommendations set forth in this Report. The
"choice" no-fault plan for which the Institute for Civil Justice recently reported significant
savings was one in which all access to the courts was denied to those persons who chose no-

fault, a concept the General Assembly is unlikely to embrace. Moreover, some of the cost
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prematurely.

Fourth, the Commission has declined to make any recommendations on the impact the

¢nactment of a comparative negligence standard might have on automobile insurance rates. This

by the General Assembly during the 1996 legislative session. The Commission heard testimony
from the opponents of comparative negligence that insurance rates would increase if Maryland
moved to a comparative negligence standard. However, the Commission notes that the vast
majorit; of.states operate under some form of comparative negligence. No data were submitted
by any particular insurer comparing their loss experience in a state before and after the state
changed from contributory to comﬁarative negligence. A study was submitted which compared

Delaware’s loss costs to those of Maryland during the period in which Delaware moved to a
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comparative negligence standard from a c.ontributory negligence standard.'® This suggested
costs would increase under the comparative standard, although at the hearing other explanations
for the increase in Delaware’s costs were offered. It is clear that a more detailed analysis of the
issue would be required before it could be said that such a change would increase costs.
However, it seems clear to the Commission that whether or not the change would increase costs,
there was no testimony presented to show that it would decrease insurance costs. Because the
Commission’s charge is to focus on those areas that d&@se the costs of insurance, and there
is no evidence to suggest that comparative negligence would decrease costs, the Commission
declined to make any recommendation on this subject.

Of all the areas investigated by the Commission, fraud evoked the clearest response.
There is no room in the system for fraud. Fraud must be rooted out aggressively and
compleltely. In House Bill 923 (1995) the Governor and the General Assembly commenced the
process by strengthening the Insurance Fraud Division. However, the system still requires
greater enforcement efforts, particularly by the Attorney Grievance Commission and the several
health care provider licensing and disciplinary boards. In addition, the opportunities for
committing fraud must be reduced. The Commission believes that even the most aggressive of
fratd detection efforts will not prevent all fraud. The subjective nature of sofi-tissue injuries
makes detection of such fraud difficult, and the proof of such fraud in a criminal case
particularly difficult. Consequently, the Commission believes that the efforts of the Insurance

Fraud Division can be complemented with changes to Maryland’s compensation system that

" Joseph E. Johnson, "An Analysis of the Relative Cost of the Adoption of Comparative Negligence - A
Paired State Study: Delaware and Maryland”", 1989. See also Daniel T. Winkler, et al. "Cost Effects of
Comparative Negligence: Tort Reform in Reverse”, CPCU Journal, June 1991.
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reduce the incentives to commit fraud. Many of the Commission’s recommendations are

intended to tighten enforcement and limit opportunities so that the costs associated with insurance

fraud can be greatly reduced, if not eliminated entirely.

Race was the most troubling and difficult issue which the Commission had to confront.

The Commission received no credible evidence that automobile insurance rates are excessively
high in Baltimore City because of intentional race discrimination by the insurance industry. The
Commission did receive evidence to suggest a possible correlation between the racial
compositic;n of rating territories and automobile insurance rates. The Commission cannot ignore
the possibility that the territorial rating practices of some insurance companies may have a
disproportionate impact on African-Americans in Baltimore City and perhaps in other areas of
the State.

‘The Commission believes that the General Assembly has given the Insurance
Commissioner broad and sufficient authority to prohibit, prevent and eliminate race
discrimination in insurance. The Commission also believes that the Insurance Commissioner has
the authority to examine and to regulate the territorial rating practices of insurers within the
framework established by the General Assembly. Although, in the past, the Maryland Ir.xsurance
Administration (MIA) has been diligent in ensuring that rates within each territory are actuarially
Justified, less regulatory attention has been given the justification or rationale for the way in
which particular rating territories are established and their boundaries drawn.

The Commission notes that the Insurance Code prohibits rates from being "based partially

or entirely on geographic area itself, as opposed to [being based on] underlying risk

considerations, even though expressed in geographic terms."” The Commission recommends that
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the Maryland Insurance Administration (MIA) adopt regulations to define the "underlying risk
considerations” that may be used by insurance companies in establishing or applying rating
territories. The Commission also recommends that the Maryland Insurance Administration
(MIA) investigate the relationship between the racial composition of rating territories and
automobile insurance rates and, if appropriate, adopt regulations that will ameliorate the impact
of territorial rating on African-Americans in Baltimore City and elsewhere without arbitrarily
shifting automobile insurance costs from one territory to another.

In making its recommendations, the Commission wishes to stress the importance of and
need for consumer education. House Bill 923 (1995) required the Insurance Commissioner to
establish a toll-free telephone number to assist and educate consumers on automobile insurance,
providing callers educational materials such as a rate guide or other list of agents and insurers.
It is cl?a.r from the testimony received by the Commission that even more is needed. Many
insurance consumers in Baltimore City simply do not know where to go to get the lowest rates.
They are not aware of all their options. Although the Commission does not make any specific
recommendations on consumer education, it encouraées £Tass-root community organizations to
focus their efforts on educating the drivers in their community -- providing information about
alternatives, how to "shop around", how their own behavior influences risk (and therefore cost)
and how fraudulent behavior impacts rates. In the end, public education may be even more
effective than legislation or regulation in addressing the high cost of automobile insurance in
Baltimore City. The Commission believes such educational efforts are an important part of

ensuring consumers get the lowest rates possible, and urges the Insurance Commissioner to
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continue new and innovative ways to enhance the consumer education functions in the Maryland

Insurance Administration.
Finally, the Commission urges the Governor to be vigilant in ensuring that any cost-
savings achieved by the Commission’s recommendations be passed on to consumers in the form

of lower rates. All of the Commission’s work will go for naught if the only result is to increase

the profitability of insurance companies.
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SECTION B. SPECIFIC RECOMMENDATIONS™

Based upon the findings set forth in Part I of this Report, the Commission recommends

the following:

1% Legislation To Eliminate Multiple Recoveries For The Same Injury

a. Personal injury protection (PIP) benefits may be paid only to
reimburse the insured for expenses not otherwise covered by health or disability benefits.

Explanation and justification: The Commission received testimony that the
majority of PIP benefits are paid for medical expenses, and therefore PIP duplicates the function
of health insurance for those who have it. This.recommendation mandates a coordination of
benefits with applicable health and disability insurance, and requires that any PIP prcm.ium be
reduced to reflect the secondary nature of PIP. Current law authorizes, but does not require,
the coordination of benefits between a PIP carrier and health and disability insurers. The

‘

testimony before the Commission was that when such coordination occurs, generally PIP remains
primary and it is therefore the health insurance premium, not the automobile insurance premium,

that is reduced.!?

b. Uninsured motorist (UM) benefits must be reduced by compensation

paid or payable from collateral sources.

""" Exhibit 11 summarizes the final vote by Commission members on each Commission recommendation. The

6 State legislators who served on the Commission abstained from voting.

"2 The Governor should be aware that this recommendation may have the potential of shifting costs from the
automobile insurance system to the health insurance system. While everyone acknowledges that there are no data
available to measure the extent of this cost-shifting potential, the Commission agrees with the Chairman of the
Maryland Health Care Access and Cost Commission that affordable automobile insurance should not be achieved
at the expense of affordable health benefits coverage. (Letter from Dr. Donald Wilson, November 10, 1995.)
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Explanation and justification: The Commission found that uninsured motorist

UM benefits were reduced by collateral sources.
o Recoveries from third-party liabﬁity insurers and j udgments on third-

party claims must be reduced by compensation paid or payable from collateral sources.

| Explanation_and justification: The Commission found that Maryland’s current
system of compensation allows automobile accident claimants to receive PIP benefits from their
automobile insurance policies, and in some cases health insurance benefits from the claimant’s
health insurer, and then to recover ail injury-related expenses in any third-party claim against
an at-f?ult driver. The PIP statute expressly prohibits a PIP carrier from pursuing a right of
subrogation against the at-fault party to recover the duplicative benefits. Although the law does
permit health insurers to recover Payments maQe through subrogation, the testimony was that
this was not always done.

This practice of allowing recovery from multiple sources increases insurance

not believe there is any entitlement to recover benefits from a third-party carrier, to whom the
injured party has paid no premiums, for damages that have already been compensated. While
this practice puts dollars in the pockets of one set of Consumers, claimants, it does so at the

direct expense of the other group of consumers, those who purchase automobile insurance.
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If third-party claims were reduced by sums recovered by just one collateral
source, PIP, then each third-party claim Payment in which PIP were applicable, would be
reduced by up to $2,500.00. Thus, reducing double recovery should substantially reduce the
part of the premium identified by the Commission as the largest cost component of the overall

premium, the portion attributable to bodily injury (BI) coverage.

2. Legislation To Reduce Medical Costs And Attorney Involvement In Bodily
Injury Claims

a. Insurers may offer personal injury protection (PIP) with a managed-

care option; major insurers and the Maryland Automobile Insurance Fund (MAIF) must

offer personal injury protection (PIP) with 2 managed-care option for soft-tissue injuries.
Explanation and justification: The Commission found Maryland’s system for
.
compensating accident victims creates opportunities and incentives for unscrupulous claimants,
attorneys and health care providers to over-treat injuries, or treat non-existent injuries, in order
to maximize recoveries. me representatives of all groups deplored such conduct, all conceded
that there is the potential and the practice of such conduct. While the Commission agrees that
such™conduct is fraudulent and should be prosecuted, the testimony also indicated that the
subjective nature of soft-tissue injuries makes such conduct difficult in some cases to identify,
and hard to prove by criminal standards.
One method to reduce any opportunity for over-treatment of injuries is to require,
at least for major insurers, that PIP benefits for the treatment of soft-tissue injuries be available

in a managed-care setting. Under this recommendation, the PIP carrier Or 2 managed-care entity
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with whom the PIP carrier could contact, would limit the over-utilization that can occur under
the current system. Because the coverage is optional, an insured who wanted the freedom to
pursue his or her own course of medical treatment could do so by opting for standard PIP
coverage. The Commission received testimony that other states, particularly New York 'and

Colorado, have provided for managed-care PIP, and that substantial savings are attainable under

this approach.

b. i Health care providers may not charge more for the treatment
of soft-tissue injuries arising from automobile accidents than would be reimbursed by
Medicare.

ii. Third-party defendants may not be liable for medical costs
asso?iated with the treatment of soft-tissue injuries arising from automobile accidents in an
amount greater than would bg reimbursed by Medicare.

ili. ~ Third-party defendants may not be liable for medical costs
associated with the treatment (;f soft-tissue injuries arising from automobile accidents if a
peer review organization determines that the treatment fails to conform to professional
standards of performance or is medically unnecessary.

Explanation and justification: Because of the incentives for over-treatment and
fraud inherent in Maryland’s automobile accident compensation system described in
recommendation 2.a., the Commission recommends that additional steps be taken to limit
unnecessary and excessive claims. The Commission received testimony that these

recommendations, which limit the fees paid to providers who treat soft-tissue injuries arising out




of automobile accidents and provide for peer review of medical treatments to accident victims,
have successfully reduced automobile insurance premiums in Pennsylvania.

C. Attorneys may not send targeted direct-mail solicitations to automobile
accident victims or their relatives for 30 days following an accident.

Explanation and justification: The Commission found that Maryland in general
and Baltimore City in particular have one of the highest rates of attorney involvement for
automobile accident cases in the country. Furthermore, the Commission found that Maryland
has the highest rate of attorney’s recommending to claimants particular health care providers.
Finally, the Commission found that Baltimore City has one of the highest rates of BI claims per
100 PD claims in the nation, and also leads the nation in certain statistics concerning potentially .
fraudulent claims. While a cause and effect relationship between the rate of attorney
involvement and the other factors listed is difficult to establish because other factors such as

.
claimant behavior influence the high rate of claims filed, the Commission found there is a
correlation between the high rate of attorney involvement and the high rate of BI claims in
Marylatid and Baltimore. Consequently, the Commission believes a thirty-day waiting period
for direct-mail solicitations by attorne)./s to automobile accident victims, such as that adopted in
Florida and recently held constitutional by the Supreme Court, is a reasonable measure to
counterbalance 'the relatively large role attorneys play in the claiming process in Maryland.!"?

3s Legislation To Reduce Insurance Fraud

an An insured may not recover uninsured motorist (UM) benefits without

physical evidence of contact between the insured’s vehicle and the hit-and-run vehicle.

"* Florida Bar v. Went For It, Inc., 132 L.Ed 2d 541 (1995).
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Explanation and justification: The Commission found that UM coverage is

particularly susceptible to abuse and fraud. Insureds who accidently cause damage to their own
vehicle may claim the damage was caused by a hit-and-run or "phantom” vehicle, and collect
under their UM coverage. This practice increases payments under UM coverage, and thus
increases the cost of UM insurance to all consumers of automobile insurance. The so-called
“contact rule” helps to reduce unnecessary and fraudulent UM payments.

b. An accident reporting unit shall be established within the Baltimore
City poliée department as a pilot program, staffed by non-police personnel and funded by
the insurance industry, to prepare written accident reports at the accident scene.

Explanation and justification: The Commission received testimony that unless an -
automobile accident is reported to involve serious bodily injury, local or state police may not,
and t‘ypimlly do not, respond to the scene of the accident. While the need for over-worked
police units to prioritize calls is understandable, the lack of a police report from an accident
scene creates the opportunity for insurance fraud. Without a credible report taken at the scene
of the acéident concerning the number of victims, automobiles, and other pertinent data, the
potential exists for the number of claimants, and the nature of injuries, to be exaggerated.
Becdlise“the benefits of a dedicated accident reporting unit, relative to its costs, cannot be
accurately predicted, a pilot program limited initially to Baltimore City is a positive first step.

C. i. The Insurance Fraud Division must refer evidence of attorney

or health care provider fraud to the appropriate licensing and disciplinary boards.
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ii. Attorney and health care provider licensing boards must report
to the Insurance Fraud Division on any case referred to them by the Division in which
disciplinary action is not taken and the reasons why disciplinary action was not taken.

iii. The license of any attorney or health care provider convicted
of insurance fraud must be revoked.

Explanation .and justification: The Commission found that witnesses representing
attorneys and health care providers before the Commission denounced any fraudulent conduct
that may occur in a small segment of the professional population. However, under current
practice, evidence of fraud on the part of these professionals is not always referred to the
appropriate professional licensing board for disciplinary action and disciplinary action is not -
always taken.

d. A person may not Pay or receive compensation for directing or

referring an automobile accident victim to an attorney or health care provider.

Explanation and justification: The Commission received vivid testimony from a
state police fraud investigator and the Associate Commissioner of the Insurance Fraud Division
regarding prac‘tices used by certain attorneys and health care providers to attract customers. No
one Condones the use of paid "runners” to direct accident victims to partic‘ular attorneys or
clinics. Arizona and Georgia have adopted laws to prohibit this practice.

e. i Before a claim has been made, an insurer may cancel and
rescind an insurance policy immediately and without prior notice if the insured makes

misrepresentations in the application for automobile insurance and the insurer would not
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have issued the policy if the true facts had been made known to the insurer as required by
the application.

ii. After a claim has been made, an insufer may deny first-party
benefits to an insured who makes misrepresentations in the application for automobile
insurance if the insurer would not have issued the policy if the true facts had been made
known to the insurer as required by the application.

Explanation and justification: Ifa person procures insurance fraudulently, the cost
of that fraud is borne by the drivers who procured their insurance honestly. The only way
effectively to limit this cost-shift is to permit insurers immediately and without prior notice to
cancel and rescind the policy if the fraud is discovered before a claim is made and to deny first- |
party benefits to the frandulent party if the fraud is discovered after a claim is made.

4. Legislation To Reduce The Number Of Mandatory Coverages

a. Insurers must make personal injury protection (PIP) available to all
insureds; an insured does not have to purchase personal injury protection (PIP).

Explanation and justification: The Commission found that even when waived by
the named insured, PIP still constitutes a substantial portion of the automobile-premium because
the ';/ai;/ed" PIP coverage still applies to passengers and pedestrians. For some MAIF insureds
in Baltimore City, this may be as much as $190.00. Requiring that PIP, when waived, be
waived as to all persons does not restrict the ability of passengers or pedestnans to make claims
under their own PIP coverage, or to make third-party claims against at-fault parties if there is

no PIP coverage available to them.
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b. i. Insurers must make uninsured motorist (UM) coverage available
to all insureds; an insured does not have to purchase uninsured motorist (UM) coverage.
ii. An insured who does not purchase uninsured motorist UM

coverage may not claim against the Unsatisfied Claim and Judgment Fund.

Explanation and justification: The Commission found uninsured motorist (UM)
coverage is a mandated first-party coverage that compensates insureds for bodily Injury and
property damage caused by at-fault uninsured drivers or phantom or hit-and-run vehicles. Much
of the protection provided by UM coverage may be provided from other sources. For example,

medical bills resulting from an accident caused by an uninsured motorist may be paid by the

victim’s health insurance, or the insured’s PIP coverage if he or she has not waived PIP, Lost .

Wages up to $2,500.00 may be paid by PIP as well. With Tespect to property damage (PD)
covemge:, as noted in the report, the UM statute is vague as to whether it was originally intended
to cover property damage, and, as described above, this coverage is susceptible to fraudulent
claims. Claimants should have the option of purchasing coverage that serves mainly to protect
the value of their own vehicle,

Therefore, the Commission believes insureds should have the choice to waive UM

Coverage as well as the other mandatory first-party coverage, PIP.
5. Regulation Of Territorial Rating Practices
a. The Maryland Insurance Administration (MIA) - should adopt
regulations to define the "underlying risk considerations" that automobile insurers may use
in establishing or applying rating territories.

b. The Maryland Insurance Administration (MIA) should
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i. investigate the relationship between the racial composition of
rating territories used by insurance companies and automobile insurance rates; and

ii. if appropriate, adopt regulations to ameliorate the impact of
territorial rating practices on African-Americans in Baltimore City and elsewhere without
arbitrarily shifting automobile insurance costs from one territory to another.

Explanation and justification: The Commission examined the rating practices of
insurers and the law regulating those practices. The law authorizes insurers to express rates in
geographic terms, so long as those rates are based on "underlying risk considerations" and are
not solely or partially based on geographic area itself. The existing law also expressly prohibits
any discrimination based on race, creed, color, or national origin.

The Commission heard testimony of an apparent correlation between the high cost
territeries in Baltimore City and elsewhere and the minority population within those territories.
While this matter is currently before the Human Relations Commission, the Commission believes
that the State insurance regulator should take additional steps to address these concerns.

First, as noted in the extensive report submitted by R & B Limited, the legal
linchpin of territorial rating is the requirement that geographic distinctions be based on
"underlying risk considerations.” As noted in the R & B report, this term is undefined in statute
or regulation. Although the Attorney General has opined that the practice followed by insurers
now, justifying territories based on historical loss experience, constitutes an underlying risk
consideration, the Commission believes that the interpretation and enforcement of this crucial
regulatory position should- rest with the State insurance regulator. Consequently, the

Commission believes this term should be the subject of regulations to clarify its meaning.
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in Baltimore City and elsewhere,
6. Legislation To Reduce Accident Costs

a. Cameras may be installed at high-risk intersections to photograph red-
light violations.

b. Police may stop a vehicle for a seat-belt or child-restraint violation.

c. No person Inay use or operate a radar detector.

Explanation and justification: A clear Way to reduce automobile insurance costs
is to reduce automobile accident costs. A number of states, including most notably North
Carolina, have undertaken aggressive highway safety measures to reduce accident costs.
Information provided by the Insurance Institute for Highway Safety indicates that red-light
cameras, seat-belt enforcement and radar detector prohibition are safety measures that have

proven effective in reducing costs in other jurisdictions.

-95 ..



SECTION C. THE TILLINGHAST REPORT

The Insurance Commissioner, at the request of the Commission and with the approval
of the Governor, engaged an independent actuary to estimate the cost savings attributable to the
foregoing recommendations. The firms of Tillinghast, a Towers Perrin company, and Miller,
Rapp, Herbers, Brubaker & Terry, Inc. were retained and prepared an "Analysis of Proposed
Statutory Reforms" (hereinafter referred to as the "Tillinghast study”). While the entire
Tillinghast study should be consulted for a full understanding of its findings and the assumptions
zx;derlying the analysis of the recommendations, this Section briefly summarizes the conclusions
of the Tillinghast study.

The Tillinghast study estimated that in the aggregate, the reforms analyzed would
decrease statewide losses by $830 million. When translated to premium reductions, the
Tilling‘hast study estimates a 21.5% reduction statewide and a 24.2% reduction in the City of
Baltimore. The recommendations which contribute most to the savings are those relating to the
elimination of duplicate recoveries. These recommendations, if adopted by the Maryland
General Assembly in their "purest” form, were estimated to potentially save 27% off the BI
premium, with a 14.8% savings to the overall premium. This confirms the Commission’s
findings-that the presence of duplicate recoveries adds substantially to the costs of insurance.
Thbse recommendations which seek to reduce the costs of soft-tissue injuries, through the
implementation of a system of utilization review for such injuries and the use of a Medicare-
based fee schedule, also could substantially reduce premiums, with the éxpected savings
projected at 8.9%. Other savings estimated in the Tillinghast study were proposals to make PIP

secondary to other coverages — 4.8 %; proposals on managed-care PIP - 1.5%; restrictions on
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attorney solicitations — 0.6%; and implementation of the so-called “contact" rule for UM --
0.02%.

The Commission recognizes that these estimates are based on several assumptions, some
optimistic, that could affect the actual level of savings. For example, a substantial portion of
the savings in the study is attributable to the multiplier effect, where reductions in economic .
damages results in reductions in the noneconomic damages by some multiple. Also, if as a
result of the recommendations, economic losses currently compensated by a first-party coverage
were shifted to an insured’s BI coverage, there could be an increase in system-wide BI costs.
In addition to those general assumptions, the analysis of each specific recommendation contains
by necessity, other specific assumptions. Still, the Commission is encouraged by the level of .
savings attributable to the recommendations.

The Commission notes that many recommendations with the potential for substantial

‘
savings, such as those relating to fraud and highway safety, were not priced by Tillinghast
because of the unavailability of actuarially suitable data. This does not mean, however, that
savings from those recommendations will not be achieved, only that their precise magnitude is
difficult to measure. Thus, overall savings from all the recommendations could be expected to
be greater than the savings attributable only to the recommendations priced i)y Tillinghast.

The Commission received testimony from interested parties on the Tillinghast study. In
general, these comments, presented primarily from the insurance industry, suggested that the
projected savings were based on optimistic, or incorrect, assumptions. For example, although

the industry had advocated that laws Passed by other states could serve to reduce costs in

Maryland if adopted here (i.e. the managed-care PIP system in Colorado; the Pennsylvania law
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that limits certain payments to providers to a percentage of the Medicare fee schedule), the
industry subsequently argued that actual savings in those states are not directly comparable to
savings which could be achieved in Maryland with a similar system, due to differences in state
laws, market conditions, and other factors. However, the industry acknowledged that if one
accepts the assumptions made, the methodology in the Tillinghast study is generally valid.
Finally, there are several caveats in the Tillinghast study of which the Commission takes
note. First, to the extent that the recommendations are not enacted or materially altered, the
projected savings may be lessened. Second, while the Tillinghast study utilizes “best-case"
assumptions with respect to certain recommendations, the Commission believes this best serves
the Governor and the General Assembly as the recommendations are considered. Finally, the
Commission recognizes that the estimates presented by Tillinghast represent average savings and

actuz}l savings will vary from insurer to insurer.
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Executibe Ecpartmzn_t

ORDER
01.01.1995. 05

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

NOW, THEREFORE,

The cost of automobile insurance for residents of Baltimore City is

high compared to the cost for residents of suburban and rural areas
of the State;

Some Baltimore City drivers may pay two, three, or even four times
the insurance rates that a comparable driver in other regions pay;

Because State law mandates that automobile owners
automobile insurance, residents of Baitimore City who own
automobiles have no choice but to purchase high cost insurance;

The high cost of insurance is a financial burden to City residents and
detracts from the quality of life in the City;

There is disagreement over what factors contribute to these high
rates in Baltimore City, although particular concerns have been
expressed over the practice of territorial rating used by insurance
companies, as well as the possibility of redlining by the insurance
industry; 1

Although several possible solutions to the problem of high insurance
rates have been offered in the past, ranging from reducing

underlying costs to redistribution of costs equally among all drivers,
a comprehensive analysis of the underlying factors that cause higher

In studying the automobile insurance market in Baltimore City, the
continued role of the Maryland Automobile Insurance Fund must be
consida'ed.aswellasthebmmnnertopﬁvaﬁume!:undifit
should not be continued in its current form;

I, PARRIS N. GLENDENING, GOVERNOR OF THE STATE OF
MARYLAND, BY VIRTUE OF THE AUTHORITY VESTED IN

A. There is a Commission on Baltimore City Automobile
Insurance Rate Reduction. '




B. Scope of the Commission: .
(1)  The Commission shali:

(a) Examine those factors which ma cause or °
mnm’bmmhighmmobileinsmmin&.{ﬁmmdty,
including an analysis of the following practices:

@ The rating practices of automobile
insurers, includingtetritmidnﬁng,mduqrothapmﬁca that
myrehzetnredliningorotha-unfairdisa:mﬁmﬁon; "

' (ii) The role of attomey involvement in
auto insurance disputes;

(1ii) Practices by health care providers in
uuﬁngvicﬁmoflmomobﬂewcidentx;u\d

; (iv)  Any actions by insureds or claimants
that may contribute to or cause high rates, .

©) mdBased on the Commission’s rcvxew under
subparagraphs :bove,mcommdlpvaprmechang to
ﬂ:claws'ofdﬁs(‘s)mﬂgmdedgmdtomdnceﬂwmof -
automobﬂeinmnceinBalﬁmmth.

(d  Recommend whether the proposals sugpested

gndersubpa:agnph(c)bemdedtoomcrjurisdictionsinﬂ:c
tate. ]

(¢)  Review and make recommendations conceming
the role of the Maryland Automobile Insurance Fund in the

automobile insurance
should be privatized and, if so, in what manner,
@)  The Commission shall issue a preliminary report to

the Govemor by July 15, l995mdaﬁmlr=pon‘by0cwbal,
1995.

C. Membership and Procedures.

(1)  The Commission shall be composed of the following
seventeen members:

(@)  Three members of the Senate designated by the
President of the Maryland Senate;




(®)  Three members.of the House of Delegates
designated by the Speaker of the Maryland House of Dels

"~ Two members desi the Mavor of the
CﬁtyofMﬁmg?:;w designated by the Mayor

(@)  The Insurance Commissioner or designee; and

- i (® Eight members of the general public to be
appointed by the Governor.

Commission Chairperson

The appointed members of the Commission serve at
the pleasure of the Governor.

(4)  The members of the Commission may not receive any
ion for their services. The members may be reimbursed
for reasonable expenses incurred in the performance of their duties

mmdanccm&ﬁnmdmdmvdreguhnmmduwm
the State budget.

(5) The Commission shall be staffed from

Governor’ personnel
the sLeglﬂlﬂveOﬁccwnhmmccﬁnmtmmm
Insurance Administration.

| GIVEN Under My Hand and the Great Seal of the State of

yland, in the City of Annapolis, this 22% day of
Jdp'uw7~. 1995.

Parris N%l%
Govemor

ATTEST:

-
-

ALMAIRDLA O BIAL

rRMCE QULOROLS tﬂ“r"’ ,
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SHOPPING FOR INSURANCE:

1. Obain 2 copy of our most current ratc guide.

2. Use your telephone book’s “yellow pages™ classified

guide for assistance in contacting companies or
agencies.

3. Ask Tor "price quotes” from several insurers or
agents.

4. Be ready ro answer questions. All companies
require specific information before 2 derermination
can be made regarding eligibiliry and premium
amount. Have your cusrent policy in front of you
before you makc the call. -

5. Inquire abour discounts. Fer example, premium
reductions may be granted based on the insuring of
muldple vehicles, safety and theft devices, good
driving record, limited vehicle usage. or similar
facrors which may provide cost savings for a
company.

6. Realize that you may not meet the requirements
for cernain companics. For example, 2 less than clean
driving record over the previous three years
(accidenss, poinss) may limit the companies for
which you may be accepted as 2 new insured. -

7. Before you change companies, compare policies.
Docs the proposed policy have at least the same
coverage as your cusrent policy?

8. Do not cancel your current policy until a
replacement policy is in effect.

Although we carinot recommend specific companies
_or agena, if you have questions abour purchasing
private passenger auto coverage, conrtact the

Maryland Insurance Administration st 1-800-880-
8072. This is a coll free .

NOLLVY.LSININQV

HONVINSNI ANVIAYVYIA

PRIVATE PASSENGER
AUTOMOBILE INSURANCE
RATES FOR MARYLAND

HOW TO USE THIS RATE GUIDE

Auto rates vary upon individual circumsanees. As
an cxample, rares in this guide are based on 2 very
specific sex of policyholder characreristics, reflecting
an insured’s age, marital seacus, s=x, drivers educztion
courses, vehicle usage, and area of residence.
Comparing insurance rates, in the area where you
live, may provide a srarting point for your own
comparison shopping. Agents for companies, or
companics who write policies direely, can provide
the exact rates for your specific insurance
characteristics. Please understand that the rates
quoted to you will be specific ro your situation and

it is not fikely that they will be the same rares as

those listed in this guide.
ANNUAL RATES EFFECTIVE JUNE 1, 1995

Rares used in this guide assume that a driver has
had 2 driver's education counse, and is principal
owner and operator of the vehicle. Coverages:
(liability coverages are minimum coverages for
compliance with Staee law) $20,000 bodily injury
for individual or $40,000 bodily injury per
occurrence; $10,000 for property damage; $2,500
for person injury protection: and $20,000 for bodily
injury per individual, or $40,000 per occurrence,
and $10,000 property damage for uninsured

All companies named have instaliment plaas for
premium psyment.

p1 Jo anasss 3mgn y

S66T A1/
ANVIAIVIN YO
'dinNo NOSRIVIWOD v
S4IVYd

HONVINSNI

TV




EXHIBIT 3

174

(%99'v1) ad

(411

(2%00°6%) 19—

vivé

—(%br'v2) did

4174

(%06°L L) NN

>o<:am_n_< %001®D - 869°L$ ALID JHOWILIVE
f. i wzo:.mon_omn_ s_:_s_m_mn_ ALITIgvId




EXHIBIT 4
" MAIF PIP
Tetriiarica % Fu_ll. % Limftgd . Full LimitetT
] PIP Policies | PIP Policies | PIp Rate | PIP Rate
01 Baltimore City 40.3% 89.7% 415 180
02 Baltimore Inner 45.5% 54.5% 315 145 '
08 Montgomery County Outer 86.4% 13.6% 105 50
09 Prince Georges County Outer 82.5% 17.5% 128 60 i
| 10 Baltimore Outer 51.4% 48.6% 277 127
] ; 11 Montgomery County Inner 85.7% 14.3% . 133 63
). 12 Prince Georges County Inner 78.2% 21.8% 149 70
13 Lower Eastern Shore 89.8% 10.2% 118 56
14 Remainder 85.6% 14.4% 136 64
'Statewide 74.4% 25.6%
The rates shown are for non-discounted premiums. For the three-year clean driver, who

has been the subject of discussion by the Commission, the PIP rates would be
approximately 70% of those shown on the chart.




14 r 1 81TUOMIAI Liaim rrequency, Claim Severity and Average Loss Cost EXHIBIT 5§

Bl and PD Coverages
Maryiand Territories
. Numibear |
Average Average Bl Clair
Eamed Claim Claim Loss Claim Claim Loss Per 1
Territory Car Years Frequency Severity Cost Freguency Severity Cast PD t'.:l:.iq
[} [ ]
—_— LI Bl PD
ted
‘ate 01 319,100 3.63 $8.422 $305.67 5.84 $1.448 $84.56 62
‘\ 02 820,163 220 $8,585 $188.74 4.78 $1.462 $69.84 - 46
) 08 253,230 1.59 $9,189 $146.14 529 $1,400. $74.01 30
— 09 365.444 1.66 $9,544 $158.86 4.60 $1.549 $71.26 36
5 10 524,555 1.89 $9.520 $179.49 4.66 $1.523 $70.99 40
— 11 560,603 1.44 $8.586 $123.55 5.19 $1,358 $70.52 27.
) 12 418,023 208 $8.988 $187.35 5.09 $1.519 $77.31 40.
——— 13 350,531 1.12 $9,364 $104.53 3.59 $1.513 $54.31 31.
s =t 14 1.938,990 142 $9.013 $127.76 4.03 $1.483 $59.73 3s.
N
State 5.550.639 176 - 38,932 $157.37 4.57 $1.471 $67.20 38.
iy
PIP
—
01 321,103 5.10 $2.447 $124.73
| 02 837.484 274 $2.219 $60.84
08 260,857 1.89 $1.990 $37.67
09 370,089 2.14 $2.407 $51.57
= 10 531,577 261 $2,303 $60.04
el 584,049 1.60 $2.366 $37.82
_l 12 427,287 289 $2.456 $71.03
13 359.619 1.64 $1.904 $31.23
14 © 1,992,632 1.85 $1.910 $35.26
State 5,684,697 229 $2.191 $50.27
Definition of Territories:
01 ~Baltimore City County 11 Montgomery County Suburban
02 Baltimore Suburban 12 Prince Georges County Suburban
08 Montgomery County Outer Suburban 13 Caroline, Dorchester, Kent, Queen Annes, Somerset,
09 Prince Georges County Outer Suburban Talbot, etc., Counties
10 Baltimore Outer Suburban 14 Remainder of State
Notes: (1) Claim frequency is the number of claims per 100 insured cars,
(2) Claim severity is the average loss paid per claim.
(3) Average loss cost is the average amount of loss per year per insured car, including cars not involved in
: accidents.
; (4) Data are for 1989-1991 combined.
Source: NAll Automobile Compilation (1993).
|
y Insurance Research Council, Inc. o Trends in Auto Injury Claims, 2nd Editior
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EXHIBIT 11

RECOMMENDATIONS IN THE FINAL REPORT

1. Legislation To Eliminate Multiple Recoveries For The Same Injury

a. Personal injury protection (PIP) benefits may be paid only to reimburse
the insured for expenses not otherwise Covered by health or disability benefits.

_7_ Support _3_ Oppose

b. Uninsured motorist (UM) benefits must be reduced by compensation paid

-‘or payable from collateral sources.

7__ Support 3_ Oppose
c. Recoveries from third-party liability insurers and judgmeﬁts on third-party
claims must be reduced by compensation paid or payable from collateral sources.
7_ Support 3__ Oppose

2. Legislation To Reduce Medical Costs And Attorney Involvement In Bodily Injury

a. Insurers may offer personal injury protection (PIP) with a managed-care

~ option; major insurers and the Maryland Automobile Insurance Fund (MAIF) must offer

personal injury protection (PIP) with a managed-care option for soft-tissue injuries.

—8  Support —3_ Oppose
b. i Health care providers may not charge more for the treatment of
soft-tissue injuries arising from automobile accidents than would be reimbursed by Medicare.

8 Support 3 Oppose
ii. Third-party defendants may npot be liable for medical costs

associated with the treatment of soft-tissue injuries arising from automobile accidents in an
amount greater than would be reimbursed by Medicare.

8 Support 3 _Oppose



iii.  Third-party defendants may not be liable for medical costs
associated with the treatment of soft-tissue injuries arising from automobile accidents if a peer
review organization determines that the treatment fails to conform to professional standards of
performance or is medically unnecessary.

9 Support vl Qpposc

[shy Attorneys may not send targeted direct-mail solicitations to automobile
accident victims or their relatives for 30 days following an accident.

9 Support 0 _ Oppose

e p Legislation To Reduce Insurance Fraud

a. An insured may not recover uninsured motorist (UM) benefits without
physical evidence of contact between the insured’s vehicle and the hit-and-run vehicle.

9 Support 2 Oppose

b. An accident reporting unit shall be established within the Baltimore City

police department as a pilot program, staffed by non-police personnel and funded by the
inshrance industry, to prepare written accident reports at the accident scene.

10 Support 1 _Oppose

e, i. The Insurance Fraud Division must refer evidence of attorney or
health care provider fraud to the appropriate licensing and disciplinary boards.

_11_ Support _0 Oppose

ii. Attorney and health care provider licensing boards must report to
the Insurance Fraud Division on any case referred to them by the Division in which disciplinary
action is not taken and the reasons why disciplinary action was not taken.

1_ Support 0 _ Oppose

{ii.  The license of any attorney or health care provider convicted of
insurance fraud must be revoked. i

1_ Support 0_ Oppose




d. A person may not Pay or receive compensation for directing or referring
an automobile accident victim to ag attorney or health care provider.
11 Support 0__ Oppose

10 _ Support 1 _ Oppose

4. Legislation To Reduce The Number Of Mandatory Coverages

a. Insurers must make personal injury protection (PIP) available to aji
insureds; an insured does not have to purchase personal injury protection (PIP).

—2_ Oppose

Insurers must make uninsured motorist (UM) coverage avaijlable
0cs not have to purchase uninsured motorist (UM) coverage.

9 Suﬁport

b. i.
to all insureds; an insured d

—3_ Oppose

ii. An insured who does not purchase uninsured motorist (UM)
coverage may not claim against the Unsatisfied Claim and Judgment Fund.

10 _ Support

1__ Oppose




5: Regulation Of Territorial Rating Practices

a. The Maryland Insurance Administration (MIA) should adopt regulations
to define the "underlying risk considerations" that automobile insurers may use in establishing
or applying rating territories.

9__ Support 1 Oppose
b. The ‘Maryland Insurance Administration (MIA) should

i investigate the relationship between the racial composition of rating
territories used by insurance companies and automobile insurance rates; and

9 Support 1 Oppose

ii. if appropriate, adopt regulations to ameliorate the impact of
territorial rating practices on African-Americans in Baltimore City and elsewhere without
arbitrarily shifting automobile insurance costs from one territory to another.

9 _ Support —1_ Oppose

6. Legislation To Reduce Accident Costs

a. Cameras may be installed at high-risk intersections to photograph red-light
violations.

_10  Support _0 Oppose

b. Police may stop a vehicle for a seat-belt or child-restraint violation.
= _10 _ Support _1 Oppose

c. No person may use or operate a radar detector.

_10 _ Support _0_Oppose

December 4, 1995
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December 12, 1995

Mr. David M. Funk

Chairman

Governor's Commission on Baltimore City
Automobile Insurance Rate Reduction

¢/o Shapiro and Olander

36 South Charles Street, 20th Floor

Baltimore, Maryland 21201-3147

Dear Mr. Funk:

Enclosed is an unbound copy of our final report documenting our estimates of the cost
impact of statutory reforms to the private passenger auto liability system in the state of
Maryland, as outlined in the Preliminary Report of the Governor’s Commission on
Baltimore City Automobile Insurance Rate Reduction, dated September 1, 1995.

t It was a pleasure working with you and other Commission members in completing this
assignment.

Sincerely,

g,(,/pL ‘74 %444"‘5/@1"*—

Joseph A. Herbers, ACAS, MAAA
Miller, Rapp, Herbers, Brubaker, & Terry, Inc.

Y Ollie L. Sherman, Jr., FCAS, MAAA
) Tillinghast, a Towers Perrin company

Encl.
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EXECUTIVE SUMMARY

Purpose

Miller, Rapp, Herbers, Brubaker, & Terry, Inc. (MRHBT) and Tillinghast, a Towers Perrin
company (Tillinghast) were requested by the Maryland Insurance Administration and the
Govemor’s Commission on Baltimore City Automobile Insurance Rate Reduction (Commission)
to perform a study of proposed statutory reforms to the private passenger auto liability system
in the state of Maryland. This report presents a summary of our findings.

Distribution and Use

This report has been prepared solely for the use of the Commission and the Maryland Insurance
Administration. We understand that the Commission may wish to provide copies of this report

to interested third partics. We request that any distribution of this report mect the following
conditions:

. the entire report (including all exhibits and appendices) be distributed rather than merely
excerpts; and

o all recipients of the report be made aware that MRHBT and Tillinghast are available to
discuss any questions that may arise regarding the report.

Reliances and Limitations

In developing this report, we have relied on publicly available information from a variety of
sources, including:

2 reports of the Insurance Research Council;

. Statistical Abstract of the United States;

. reports of the Insurance Services Office (ISO) and the National Association of
Independent Insurers (NAII);

' articles from A. M. Best Company (Best’s);

rating information for major auto insurance carriers in the states of Maryland, Michigan
New York, New Jersey, and Colorado.

We have relied on the general accuracy of this data without independent verification. In certain

instances where specific data were not readily available, judgments have been used in order to
estimate the effects on the private passenger automobile liability insurance system.
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The issues addressed in his report relate strictly to auto liability insurance. A number of these
same issues may have a baring on the costs for auto physical damage as well, however, an analysis
of the impact on physicd damage costs is beyond the scope of this project.

Our condlusions are basex on the private passenger auto liability system as 2 whole in the state of
Maryland. These same conclusions Mmay not necessarily apply to individual companies due to

multiplier” effect assumes that cost savings in the economic component of losses will be
accompanied by savings in the general damages component in the same rato as the current system
provides. Thus, 2 10% savings in the economic component will result in 2 10% savings in the
general damage component. The multiplier effect is really only valid if there are restrictions in the
law that preclude attomneys from pleading, proving or entering into evidence any dollar amounts
of economic losses paid from collateral sources, That is, even though statutory reforms result in

on general damage losses as a result of the statutory reforms. To the extent that the reforms do

not reduce general damages in 2roportion to economic damages, the actual savings may be
substantially less than estimated berein,

Specific Reform Provisions

We have reviewed the detailed recommendations of the Commission relative to reforms of

Maryland’s statutes regarding private passenger automobile insurance. The following describes
our understanding of each reform:

A Towers Perrin Company
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Legislation to Eliminate Multiple Recoveries for the Same Injury:

a)

b)

Personal Injury Protection (PIP) benefits may be paid only to reimburse the insured

for expenses not otherwise covered by bealth or disability benefits. To the extent that
PIP is not duplicating the recoveries from private and public carriers, the
secondary nature of the PIP coverage would shift losses from the private
passenger auto system to private and public carriers.

Uninsured motorist benefits must be reduced by compensation paid or payable from
collateral sources. Current law permits recovery of damages under the uninsured
motorist (UM) coverage from other collateral sources, thereby duplicating
benefits. This provision would eliminate such duplication

Recoveries from third party liability insurers and judgments on third-party caims must
be reduced by compensation paid or payable from collateral sources. Current law
permits recovery of damages under the bodily injury liability (BI) coverage for
damages already paid from PIP and other collateral sources. In fact, the statutes
expressly prohibit a PIP carrier from pursuing a right of subrogation against the
at-fault party to recover the duplicated benefits. This revision would eliminate
such duplication reccived under the BI coverage for damages already
compensated under the first party PIP coverage as well as other collateral sources.

Legislation to Reduce Medical Costs and Attorney Involvement in Bodily Injury
Claims

a)

b)

Insurers may offer PIP with a managed care option. The current system for
compensating accident victims creates oppormmus and incentives for claimants,
attorneys and health care provxdcrs to over-treat injuries, or treat non-existent
injuries, in order to maximize recoveries. One method of reducing the
opportumly for over-treatment of injuries is to require that PIP benefits for soft-
tissue injuries be delivered in a managed care setting.

Health care providers may not charge more for the treatment of soft-tissue injuries
arising from automobile accidents than wowld be reimbursed by Medicare.
Furthermore, third-party defendants may not be liable for medical costs associated with
the treatment of soft-tissue injuries arising from automobile accidents in an amount
greater than would be reimbursed under Medicare, or if a peer revicw organization
determines that the treatment fails to conform to professional standards of performance
or is not medically necessary. As reimbursements under the Medicare system are

typically less than those otherwise considered reasonable and customary, there is
potential for savings.

Attorneys may not send targeted direct-mail solicitations to astomobile accident victims
or their relatives for 30 days following an accident. Similar to the rule in Florida,
this provision attempts to mitigate attorney involvement in auto injury claims.




3. Legislation to Reduce Insurance Fraud |

a) Insureds may not recover uninsured motorist benefirs without Physical evidence of
contact between the insured’s vehicl, and the hit-and-run vebicle. Insureds who |
acadentally cause damage to their own vehicle may claim the damage was caused
by a hit-and-run or “phantom™ vehicle, and collect under their UM coverage. The

b) An accident reporting wnit shall pe established within the Baltimore City police

‘ d) A person may not pay or receive compensation for directing or referring an automobile

¢) Bg‘brzadabnbarbxnmadq,animn-crmaycancdandradndapolz’qofan insured
who makes a material misrepresentation in the application for automobile insurance
if the insurer would not bave issurd the policy if the true facts had been made bnown
2 the insurer as required by the application; after a claim bas been made, an insurer

insurance honestly. This provision would limit this cost-shift by permitting
insurers to immediately cancel and rescind the policy if the fraud s discovered
before a claim is made and to deny first-party benefits to the insured if the fraud
is discovered after a claim s made.

4. Legislation to Reduce the N umber of Mandatory Coverages

not purchase the heretofore mandatory Coverages,

Lillinghast
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5. Legislation to Reduce Accident Costs
a) Cameras may be installed at bigh-risk intersections to photograph red-light violations.
b) Police may stop a vebicle for a seat-belt or child restraint violation.
c) No person may use or operate a radar detector.
All three provisions may have some impact on insurance costs, especially in changing
certain driving behavior.
Findings
The projected ultimate cost of claims and allocated loss adjustment expenses for the mandatory
private passenger auto liability insurance coverages is approximately $830 million for accidents
occurring in the state of Maryland in 1996. Several of the proposed statutory reforms will have

a significant impact on losses. We estimate the total impact of the reforms to be -27.3%:

Impact on Mandatory Coverage Losses

Reform Provision _BI PD PIP UM Total
Secondary PIP -1.0% 0% -264% -1.0% -4.8%
Duplicate Recoveries -27.0 0 0.0 -21.3 -14.8
Managed Care 0.0 0 -95 0.0 -15
Treatment of Soft

Tissue Injuries -14.0 0 -79 -10.3 -89
Restriction of Atty. Solicitations  -1.0 0 0.0 -2.0 -0.6
Restrictions on UM Bencfits 0.0 0 00 -0.5 -0.02
Other 0.0 0 0.0 00 . 0.0
Aggregate Impact -37.5 0 -38.6 -30.8 -27.3%

The expected impact on mandatory coverage costs in the ity of Baltimore is the same for each line
of coverage; however, the average savings across the package of mandatory coverages is somewhat
higher at -30.7%, because BI and PIP coverages comprise a larger percentage of overall costs in

Balumore compared with the rest of the state. The dollar impact of the proposed reforms on
insurer losses is estimated as $227 million statewide.

The estimated cost savings must be translated into an estimated premium savings. The expected
percentage savings to premiums is somewhat less than the percentage impact on losses due to
insurer’s fixed expenses. We estimate the impact on premiums statewide will be -21.5% and

-24.2% in the city of Baltimore. - The dollar impact of the proposed reforms on premiums is
estimated at $249 million.




mudtiplier effect. That is, without the multiplier effect, the estimated cost smpact is -15.7% instead
of -27.3%. Therefore, showld this assumption not prove to be valid supon drafting of the actual
statute implementing these recommendations, the indicated savings outlined above would need to
be adjusted dovwnward accordingly.

recoveries
Loss Cost Savings Premium Savings I
Statewide - 19.2% 15.1%
3 Baltimore 21,5 17.0

If we assumed that the multiplier effect is not applicable and 50% of the costs recoverable from
other sources are duplicate recoveries, the indicated savings are as follows:

Loss Cost §aving§ Premium SavhinosI

Statewide 10.1% 8.6%
Baldmore 132 104

coverages for insureds who elect not to purchase them. Declining PIP and UM coverages will
reduce the costs by approximately 21% (16% from PIP and 5.3% from UM) for the average

Tllingbast
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ANALYSIS

Background

On February 20, 1995, Governor Parris N. Glendening signed an Executive Order establishing
the Governor’s Commission on Baltimore City Automobile Insurance Rate Reduction. The
Commission was established to examine those factors which contribute to high automobile
insurance rates in Baltimore City and to make recommendations to the Governor that will reduce
these rates. The formation was a part of major automobile insurance reform initiative to address
the dual problems of availability and affordability of automobile insurance in the city of Balumore.
Certain reforms have already been passed by the General Assembly. The recommendations of the
Commission are those outlined previously in the Specific Reform: Provisions section of this report.

Methodology

The methodology we have employed in deriving estimates of the cost impact of the proposed
statutory reforms was to examine publicly available data from a variety of sources:

« current costs of auto liability insurance in the state of Maryland;

reimbursement levels as a percentage of reasonable and customary charges under the Medicare
system, from the Health Care Financing Administration (HCFA);

« recent research on auto liability claim files as conducted by the Insurance Rescarch Council
(IRC) documented in Asto Injuries: Claiming Bebavior and Its Impact on Insurance Costs,
Scptember 1994 (hereinafter referred to as “cosed claim study™); and,

+ the impact of similar reforms in other jurisdictions.

Current cost data for auto liability insurance coverages were constructed using the ISO/NAII Fast
Track reports. Auto liability insurance data from the Commonwealth of Pennsylvania and data
from the HHCFA were useful in projecting the impact of imposing the Medicare fee schedule on
the compensation for soft-tissue injurics. The descriptive information embodied in the IRC closed
claim study provided valuable data for quantifying the potential for duplication of recoveries in
the current system. Data from the state of Colorado (where managed care was implemented in
1991) was uscful in projecting the impact of managed carc on the compensation of automobile
injury claims. Finally, the discounts offered by private passenger automobile insurers in other
jurisdictions for similar coverage options pro ided a valuable tool for comparison with results
indicated from other sources.
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sources for compensating injuries, i f
scope, however, it includes data on 980 BI, 111 UM, 11

underinsured motorist (U1M),

Maryland.

694 PIP, and 92 medical payments claims from the state of

1. Projected Mandatory Coverage Costs (Exhibits ITT, Iv)

vehicle of $332.23 and 2.5 million insured vehicies (note these figures are insurer costs, not
premiums):
Annual Projected
Claim Average Loss Cost Insurer
vera E@MX Severity per Car 6 Costs

BI 01510 $9,725 $ 168.87 § 422.2 million
PD 04700 1,875 " 92,53 2313
PIP 02150 2,350 53.05 126.3
UM-BI .00150 9,725 15.32 38.3
UM-PD .00050 1,635 0.82 - 2.0
UIM-BI .00008 19,500 l.64 51

Total Mandatory Coverages $332.23 § 830.6 million

The aggregate costs projected for the city of Baltimore are approximately $89 million, with an
average annual cost of $592 per vehicle (78% higher than the statewide average).

ATowers Perrin Company
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2. Secondary PIP Coverage (Exhibit V)

Recommendation 1(a) states that Personal Injury Protection (PIP) benefits may be paid only
20 veimburse the insured for expenses not otherwise covered by bealth or disability benefits.

To the extent that PIP is not duplicating the recoveries from private and public carricrs, the
secondary nature of the PIP coverage would shift losses from the private passenger auto system
1o private and public carriers. The IRC closed claim study asked claim file reviewers to indicate
whether collateral sources were available to the claimant for their injury. Since the majority of
daim files had an “unknown® response indicated, we assume the true distribution of responses will
be roughly the same as the relative distribution between “yes” and “no” responscs. In those
instances where we judge the volume of Maryland daim file responses be unreliable, we
supplement the data with responses of similar no-fault claimants in six nearby jurisdictions
(specifically the District of Columbia, Delaware, New Jersey, New York, Pennsylvania and
Virginia).

According to responses of claimants in the dosed claim study, we project that 60% of Maryland
claimants have access to health insurance, 2.6% have access to workers compensation benefits,
19% have access to 2 wage continuation plan, 10% have access to Medicare benefits and 16% have
access to other PIP benefits (such as essental services, funeral benefit and so forth). It is
interesting to note the responses to this question indicate Maryland claimants arc much more
likely than their counterparts in neighboring jurisdictions (and countrywide for that matter) to
have access to recoverics from collateral sources. We suspect this is due in part to the large
number of government employess living in Maryland.

The PIP claimants that have access to workers compensation benefits cither choosc to file a PIP
claim rather than a workers compensation claim (for a variety of reasons), ot submit a PIP claim
to receive benefits already paid by workers compensation. Itis prudent to assume that not all
dollar amounts paid under the PIP coverage to claimants with access to workers compensation
are in fact duplicated.

With respect to Medicare, it is our understanding that Medicare is stricdy secondary to automobile
insurance benefits. Hence, we do not expect any PIP savings cmanating from the Medicare
system.

For those daimants with access to health benefits and wage continuation plans, We must recognize
that not all dollars associated with automobile injuries can be recovered from an alternate recovery
source, duc to deductibles, co-payments and waiting periods. While we do not have detailed data
to support our assumption, we estimate that 50% of the medical claim dollars paid under the PIP
coverage for injuries sustained in an auto accident could be recovered from a health plan via
secondary coverage. Moreover, we estimate that 50% of the wage loss and “other” dollars paid
out under PIP could be recovered from an alternate recovery source. The combination of the
percentage of dlaim dollars cligible for collateral recovery and the assumed portion of those claim
dollars effectively recovered from alternative sources amounts to 28.4% (sce Exhibit V).

e
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medical and/or wage continuation Plans. Discounts offered by major carriers (State Farm,
Allstate, and ISO companies) for coordinated coverage are summarized below:

Secondary % Discount Offered on F ull PTP Coverage
@ggg; - M;c_}ggg,n New York New Jersey
Medical 25-35% 20-25%
Wage Loss 13-15 10-15 n/a
Medical & Wage 35-48 n/fa n/a

The indicated discount using our methodology is 33.5% for medical (67.1% of claim dollars have
potential for duplicate recovery and 50% assumed duplicated), 11% for wage loss (22% of claim
dollars have potential for duplicate recovery and 50% assumed duplicated) and 6% for all other
first party benefits. From the table of discounts above, it appears the 50% assumption is
reasonable in light of the implied discounts for each coverage component.

less savings than heretofore indicated on the PIP coverage and corresponding savings to the BI
and UM coverage costs. We therefore assume 2% less savings on the PIP coverage (i.c., 26.4%
instead of 28.4%) and 2 1% savings for the BI and UM coverage costs.

3. Restrictions on Duplicate Recoveries (Exhibit vI)

Recommendation I(b) states thar uninssred motorist benefits must be reduced by
compensation paid or payable from collateral sources,

ATowers Perrn Company
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Current law permits recovery of damages under the UM coverage (which includes underinsured
motorist - UIM - coverage) from other collateral sources, thereby duplicating benefits. This
provision would eliminate such duplication under cither the first party PIP coverage or from other

collateral sources such as health insurance, wage continuation plans, and workers compensation,
and thus, reduce UM costs.

Similar to the question regarding PIP claimants, the IRC closed claim study asked claim file
reviewers to examine whether collateral recovery sources were available to UM and UIM
daimants. Furthermore, it asked whether claimants had received payments from other insurance

coverages.

According to the closed claim survey, 90 of 134 (67%) UM/UIM claimants indicated that they
had received payments under a first party PIP or Medical Payments coverage. The dollar amounts
paid by the first party coverage amounted to $195,362, which compares with the amounts
actually paid under the UM coverage of $598,317. Hence, it appears the maximum potential
savings that could result from precluding the duplicate recovery under UM coverage of benefits
paid under a first party coverage would be 32.7% ($195,362/8598,317).

As a practical matter, we must recognize that there are many instances in which the amounts paid
under PIP coverage are limited by policy limits and would be rightfully claimed in an accident
involving an uninsured motorist. We reasonably expect the cost impact of eliminating the

duplication of first party PIP recoveries under the UM coverage will be less than half the
maximum potential savings indicated.

Access to collateral recovery sources outside the private passenger automobile insurance system
could provide additional savings. However, the otherwise indicated savings will be diluted by the
percentage of accidents involving uninsured motorists out-of-state. The percentage of claim
dollars attributable to Maryland drivers having accidents involving uninsured motorists outside
the state borders is considerable. From the IRC closed claim study, approximately 33% of UM
claim dollars paid to Maryland residents relatc to automobile accidents occurring outside the state.
In such cases, the laws of the jurisdiction in which the accident occurred governs the

compensation for those injurics. So no matter what statutory reforms are enacted in Maryland,
more than 33% of the UM claim dollars will be unaffected.

While some claimants with access to workers compensation benefits may be duplicating their
recoveries under the UM coverage, there are situations where 2 UM claimant may be pursuing
recovery of general damages only. Hence, in addition o those claimants that choose not to file
a workers compensation claim, there is another class of dlaimants that arc legitimately pursuing
recovery under UM, despite having access to benefits under workers compensation. Similar to

the discussion for secondary PIP coverage, we do not expect any UM claimants with access to
Medicare are currently duplicating recoveries.

For those claimants with access to health benefits and wage continuation plans, we assume 50%
of the medical claim dollars paid under the UM coverage could be duplicated via collateral
recovery sources. We also estimate that 50% of the wage loss and “other™ dollars paid out under
UM could be recovered from an alternate recovery source. The combination of the percentage
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Recommendation I(c) states that recoveries Jrom third party liability insurers angd 5]
on third-party claims must be reduced by compensation paid or payable from collaterg]
sourees,
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Current law permits recovery of damages under the bodily injury liability (BI) coverage for
damages already paid from PIP coverage and other collateral sources. In fact, the statutes
expressly prohibit a PIP carricr from pursuing a right of subrogation against the at-fault party to
recover the duplicated benefits. The proposed reform provision would climinate such duplication
received under the BI coverage for damages already compensated under other collateral sources.

It is difficult to measure the dollar impact of this proposal for several reasons. First, the closed
claim study asked claim file reviewers whether BI claimants reccived payments under other
coverages. Affirmative responscs indicated that in many cases payments were received under the
PIP coverage. However, this is not at all unexpected and injured claimants will likely pursue a
first party recovery from his own insurer first, then proceed against the tortfeasor’s BI coverage.
The fact that a daim involves both BI payments and PIP payments does not mean in all cases there
is duplication of benefits.

The coverage dynamics make it difficult to obtain information on BI payments made on behalf
of an at-fault insured that are being duplicated by the injured claimants PIP carrier.

Those daims involving PIP payments as well as BI payment indicate 2 maximum duplication of
15% of BI claim payments (§121,484 in PIP payments paid on behalf of 91 BI claimants, with
total BI payments of $791,794). In states surrounding Maryland, the maximum duplication
indicated using a similar calculation is 20%. The countrywide indication is 17.6%.

The dosed dlaim study did ask claim file reviewers whether the BI claimant would be reimbursing
a PIP/Medical Payments insurer for amounts paid under BL Less than 3% of claimants responded
“yes” and the dollar amounts associated with those daims amounted to less than 4.5% of BI claim

yments. Given the uncernainty involved in estimating the true duplication, we assumc that 11%
of current BI claim payments arc duplicated under the PIP coverage.

While recommendation I(c) of the Commission’s Preliminary Report states that third party
iability recoveries must be reduced by compensation paid or payable from collateral sources, the
discussion portion speaks exclusively to recoveries from the PIP coverage and not to other
potential collateral sources (such as medical, wage continuation plans, etc.). Nonctheless, we
construe it to apply to benefits paid or payable from all collateral sources including PIP coverage.
In effect, this provision makes Bl a secondary coverage.

Similar to the discussion above regarding duplication of benefits under the UM coverage, the
same situation applies under the BI coverage. That is, there is potential for duplicate recovery of
benefits under BI and PIP, as well as between BI and collateral sources. In fact, the potential for
duplicate recovery between PIP and BI is cven greater than berween PIP and UM becausc
generally there will be two insurance companies involved instead of one. Hence, there will be an
cven greater problem in verifying the existence, much less the coverage terms and conditions, of
collateral source recoverics. As a result, we use the same 50% assumption regarding claim dollars
that may be recoverable via collateral sources. The overall indicated savings of 27% (see Exhibit
VI) is comprised of 11% savings due to reduction in economic loss component and 16% savings
due to reductions in the general damages via the multiplier cffect.




General damages Paid out under the BI coverage amount to 59.3% of toga] claim dollars.
Therefore, the indicated multiplier is 2 46 (1/1-.593). Hence 2 $1 savings in economic losses js
matched by a $1.46 savings in genera] damages, or $2.46 overall,

4. Managed Care (Exhibit vIT)

daimants, attomneys, and health cQre providers to over-treat injuries, or treat non-existent injuries,
in order to maximize recoveries. One method to reduce 2ny opportunity for over-treatment of
injuries is to require that PIP benefits for soft-tissue injuries be delivered in a managed care

Prior to estimating the impa;:t of managed care on the cost of providing PIP coverage in the state
of Maryland, we must address three important assumptions:

. the expected distribution of insureds choosing the managed care option;

< . the percentage of dlaim dollars affected by managed care; and

= the corresponding savings to medical dollars paid out under the BY and UM coverages.
According to Recommendation 2(a), the managed care option must be offered by “major>
insurers and the MATF. The managed care feature will apply only to “soft-tssue” injuries. It is
our understanding that the definition of soft-tissue relates to injuries involving sprains and strains,

According to the IRC dosed clajm study, 81% of PIP claim dollars paid in the state of Maryland
involve sprains/strains.

We can gain some insight into the potential savings resulting from the managed care option by
reviewing recent experience in Colorado.
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insureds choosing that option, however, sources within a large insurer have indicated to us that
less than half of their Colorado insureds have chosen the managed care option.

We do know that the average PIP claim severity in Colorado dropped significandy during the
three year period subsequent to the managed care implemenuation. In fact we esdmate the
reduction as 38%, if we assume a 12.9% annual trend in claim severity implicd by lincar
regression over the § year period just prior to the implementation of managed care. Notonly is
2 38% reduction indicated, but the average annual change in claim severity appears to have
moderated as well. A lincar regression over the latest 7 quarterly points indicates an average
annual trend of 7.2%.

If we consider that half of the Colorado insureds have chosen the managed care option, and that
there has been 2 38% reduction in claim severity, onc may conclude that the savings due to
managed care is double the 38%. Several important jrems need to be considered prior to drawing
conclusions as to the impact of managed care in Colorado. First, many companies offered
deductibles and co-payment features with the managed care option. Secondly, there were unusual
circumstances in Colorado prior to the managed care implementation in 1991.

Colorado amended its no-fault law in 1985, increasing the monetary tort threshold from $500
t $2,500 and increasing the minimum PIP policy limit from $25,000 to §50,000. Subsequendy,
the PIP claim severity exploded and the BI claim frequency didn’t moderate at all (as legislators
had anticipated). In fact, there was a considerable movement among claimants to build up their
cconomic losses such that the tort threshold would be met and recovery of noneconomic losses
would follow. About the same time as the implementation of managed care, there was 2 high
profile expose of fraud rings in and around the Denver area by a local television station. We are
uncertain as to the impact such publicity had on the claiming behavior of individuals (as well as
on the attitudes of plaintiff attomeys), however, the drop-off in PIP claim severity occurred
shordy thereafter (coincident with the implementation of managed care), and the ratio of B to

PD claims (often used as a measure of ligiousness) leveled off, after many years of steady
increases.

Perhaps the best indicator of the impact of managed care is in the premium discounts offered by
major Colorado insurers, which range from 20% to 23%. However, the Colorado program docs
not require that treatment received within the first 24 hours of the accident be provided in a
managed care environment. There have been numerous studies regarding the impact of managed
care on health care costs in general. Most studies indicate savings upwards of 20%, depending
on the nature of the managed care provisions (i.c., medical fec schedules, peer review, utlization

review, capitation, and so forth).
For the purpose of this study, we assume:
. 50% of Marylan'd insureds would choose a managed care feature;

= managed care will have no impact on medical costs paid out under BI and UM coverages;




Therefore, the impact on PIP costs i cstimated as -9.59.

1) % of Losses - Medica] 78.1%
2) % of Losses - Soft-Tissue 81.0
3) % Choosing Managed Cage 50.0
4)  Estimated % Savings 30.0

e 2 Projected Cast Impact (1)x(2)x(3)x(4) -9.5%

S.  Treatment of Soft Tissue Injuries (Exhibir Vi)
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no-fault law affected the PIP claim scverity, including 2 reduction in the minimum limits that
insureds have to purchase.

A retrospective review of the impact of Act 6 in Pennsylvania indicates that the Medicare fee
schedule (at 110%, with exceptions) lowered medical costs by approximately 25 to 30%. The
impact of a similar schedule will likely produce similar savings. For medical dollars incurred
outside a2 managed care environment, we assume a 25% savings duc to the Medicare fee schedule:

Bl 2P M
1) % ofLosses- Medical : 319 .781 405
2) % of Losses - Soft-Tissue 850 .810 750
3) % of Claim Dollars in State .843 1.00 671
4) % not Choosing Managed Care .50
5) Estimated % Savings 25% 25% 25%
6) Projected Cost Impact Q)x(2)x(3)x(4)x(5) -5.7% -7.9% -5.1%
7)  Muluplier 246 1.00 2.02
8) CostImpact including muldiplier (6)x(7) -14.0% -79% -10.3%

The 14% savings to BI costs is heavily influenced by the 2.46 multiplicr, as is the 10.3% savings
to UM costs.

6. Restrictions on Solicitations by Attorneys

Recommendation 2(c) states that attorneys may not send tavgeted direct-mail solicitations
+0 asutomobile accident victims or their relatives for 30 days following an accident.

Similar to the rule in Florida, this provision attempts to mitigate attorney involvement in auto
injury claims. We haveno reliable information as to the impact of such a rule being implemented
in Maryland, because the implementation of the rule in Florida has been tied up in the courts for
several years and was only recently upheld by the U. S. Supreme Court.

Originally passed by the Florida Bar in 1990, the Florida Supreme Court upheld the Bar's
amendments to the rules of advertising in the state of Florida. In March 1992, the rules were
challenged in District Court. The District Court referred the partics’ competing summary
judgment motions tO a Magistrate Judge, who concluded the new rules served the government’s
interests fully in compliance with the law. The District Court rejected the Magistrate Judge’s
report and recommendations and entered summary judgment for the plaintiffs in 1992. The
Eleventh Circuit affirmed on similar grounds in 1994. Ina 54 decision, the U. S. Supreme Court
reversed the lower court decision, cffectively re-implementing the rules barring targeted direct-
mail solicdiations to automobile accident vicims and relatives for 30 days following an accident.

In the brief amount of time when the rules were in effect (i.c., late 1990 through carly 1992),
there is no evidence to support an estimate of cost savings. The impact of the U.S. Supreme
Court’s reversal in Junc 1995 will not be known for several more months. Given the uncertainties
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surrounding its effect, we assume the implement of Recommendation 2(c) will lower otherwise
indicated BI and UM costs by 1%.

7. Restrictions on Recovery of UM Benefits

* Towers Pernn Comoany




150)

Recommendation 3(c) states that before a claim bas been made, an insurcr may cancel and
rescind a policy of an insured who makes a material misrepresentation in the application
for automobile insurance if the insurer would not bave issued the policy if the truce facts had
been made known to the insurer as required by the application; afier a claim has been made,
an insurer may deny first party benefits to the insured.

If a person procures insurance fraudulendy, the cost of that fraud is borne by the drivers who
procured their insurance honesdy. This provision will limit this cost-shift and permit insurers to
immediately cancel and rescind the policy if the fraud is discovered before a claim is made and to
deny first-party benefits to the insured if the fraud is discovered after a claim is made.

Recommendations 3(b) through 3(¢) may have an impact on costs lbng term, however, we know
of no definitive data available to quantify their impact. i

9. Optional Coverages

Recommendations 4(a) and 4(b) state that the PIP and UM coverages must be made
available, however, will be optional. In addition, insureds choasing not to purchase UM
coverage may not claim against the Unsatisfied Claim and Judgment Fund. There will be
cost savings to individual consumers that do not purchase the beretofore mandatory

coverages.

These provisions involve no direct cost savings to the system, but will result in premium savings
for those insureds choosing to forego purchase of the coverages. In fact, making PIP optional will
serve to increase costs under the BI coverage, if the insureds who decline the coverages are not
duplicating their coverage under the current system. In addition, the multiplier effect may tend
to magnify the increase in BI costs resulting from the transfer of economic losses from PIP. The
table below displays impact on BI cost for several assumed levels of PIP cost reduction resulting

from insureds declining PIP coverage.

P A o N e
-

p_ % Reduction Maximum % Impact on BI Costs
; in PIP Costs Statewide i imore
10% +7.7% +7.6%
25 +19.3 +19.0
50 +38.6 +38.0
75 +58.0 +57.0

100 +77.3 +759
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10. Reduction of Accident Costs

approximately $249 million. The indicated Premium savings statewide for the average amount
of mandated coverage is 21.5%.
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Exhibit la
Impact of Estimated Cost Savings on Premiums
Statewide

I Assumptions

1) Relative rate adequacy remaing unchanged.

2) The expense components of the rate, Separated between the varable and fixed
elements are as follows:

% of Written Premium (NAIC data)

Fixed Variable Total
Commissions & Brokerage 8.2% 8.2%
Other Acquisition 5.6% 5.6%
General 4.3% 4.3%
Taxes, Licenses & Fees 22% 22%

3) Variable expenses will remain same percentage of new premium

.l
2
7
b
8
a
7]
]
=3
5
xl
Q
o
3.
o
o

, the resulting combined loss and ALAE ratio

is 71.8%. Hence, the ratio of ULAE to premium is 9.4% (15.3% - 5.9%). We assume

the ULAE are fixed expenses,

1. Impact of Cost Savings on Premiums

K

Present | Estimateq New Loss
Losses & Cost & Expense| % of New
. Component of Premium Expenses | Savinas Component] Premium
¢)) 3] 3 “ &)
Losses + ALAE $71.80 27.3% $52.17 66.5%
ULAE 9.40 0 940 12.0%
Variable Expenses 10.40 0] 8.16 10.4%
Fixed Expenses 9.90 0 9.90 12.6%
Und. Profit/loss -1.50 0 -1.18 -1.5%
Total Premium $100.00 $78.45
Indicated Reduction in Premium 21.5%
- Column
2 Assumed premium of $100
3) From Exhibit ||
4) Col (2) x[1 - Col (3)] for losses and ALAE
Col (2) for ULAE and fixed expenses
Col (5) x Total Col (4) for variable expenses and Und. P/L
5) Col (4) / Total Col 4)

| Dillinghast
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Exhibit Ib

Impact of Estimated Cost Savings on Premiums
City of Baltimore

l Assumptions
1) Relative rate adequacy remains unchanged.
2) The expense components of the rate, separated between the variable and fixed

elements are as follows:

9% of Written Premium (NAIC data)
Fixed Variable Total

Commissions & Brokerage 8.2% 8.2%
Other Acquisition 5.6% 5.6%
General 4.3% 4.3%

Taxes, Licenses & Fees 2.2% 2.2%

£ 3) Variable expenses will remain same percentage of new premium

4) The 1993 loss ratio for private passenger automobile liability in Maryland
according to NAIC Profitability Data was 65.9%. and the ratio of loss adjustment
expenses (both allocated and.unallocated) to premiums was 15.3%. Assuming that
ALAE is approximately 9% of losses, the resulting combined loss and ALAE ratio
is 71.8%. Hence, the ratio of ULAE to premium is 9.4% (1 5.3% - 5.9%). We assume
the ULAE are fixed expenses.

. timpact of Cost Savings on Premiums

: Present | Estimated | New Loss
3 Losses & Cost & Expense| % of New
. Component of Premium| Expenses Savings |Component] Premium
3 . ) @ ® @ ®
i Losses + ALAE §7180| 307%| $4976| 656%
ULAE 9.40 0 9.40 124%
Varable Expenses 10.40 0 7.88 10.4%
Fixed Expenses 9.90 0 9.90 13.1%
Und. Profit/'Loss -1.50 0 -1.14 -1.5%
Total Premium $100.00 $75.81
= Indicated Reduction in Premium 242%
Column
2) Assumed premium of $100
) From Exhibit il
@) Col (2) x [1 - Col (3)] for losses and ALAE
Col (2) for ULAE and fixed expenses
Col (5) x Total Col (4) for variable expenses and Und. P/L

(5)  Col(4)/ Total Col (4)
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Exhibit llla
Maryland - Private Passenger Auto Liability
Projection of Mandatory Coverage Costs
Industry Data Selected
as of 3/31/95 Annual Trend Jrended to 7/1/96
Coverage Freq Severity Freq Severity Ereq Severity
(1) (2a) (2b) (3a) (3b) (4a) (4b)
BI 0.01493 $9,389 0.5% 2.0% 0.01508 $9,720
PD 0.04430 1,723 3.0% 5.0% 0.04700 1,877
PIP 0.02083 2,232 1.5% 3.0% 0.02146 2,350
UM-BI 0.00149 9,389 0.5% 2.0% 0.00151 9,720
UM-PD 0.00044 1,500 3.0% 5.0% 0.00047 1,634
UIM-BI 0.00007 18,778 0.5% 2.0% 0.00008 19,440
G Average  System Dollar
Selected Assumed Claim  ClaimCost Costs % of Cost

(1) (Sa) (Sb) (6) (7) (8) (9) (10) (11)

Bl 0.01510 $9.725 2,500,000 37,750 311,184 $422.2 50.8% $168.87
PD 0.04700 1,875 2,500,000 1 17,500 1,969 231.3 27.9% 92.53
PIP 0.02150 2,350 2,500,000 53,750 2,468 132.6 16.0% 53.05

UM-BI 0.00150 8,725 2,500,000 3,750 10,211 38.3 4.6% 15.32
UM-PD 0.00050 1,635 2,500,000 1,250 1,635 2.0 0.2% 0.82
Uim-BI 0.00008 19,500 2,500,000 200 20,475 4.1 0.5% 1.64

$830.6 100.0% $332.23

(2) Frequencies and Average Claim costs for Bl, PD and PIP from ISO/NAII Fast Track
for year ending 3/31/95, Based upon a 1989 AIRAC study of Uninsured Motorists

and the claim severity is assumed to be $1,500 per claim.
(3) Based upon derived trends from Fast Track data (refer to Exhibit 1)
=(4) Trended 1.75 years from 9/30/94 (i.e. midpoint of year ending 3/31/95)
(5) Selected based on Col 4)
(6) Assumed 2.5 million insureds, all of which must purchase B, PD, PIP, UM and UM
7 Col (5a) x Col (6)
(8) Cost loaded for ALAE (15% for BI, 5% for PD, PIP, UM and uim)
(9) Col (7) x Col (8)
(10) Col (9) / Total Col (9)
(11) Col (9) / Col (6)
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Exhibit llib
City of Baltimore - Private Passenger Auto Liability
Projection of Mandatory Coverage Costs
Industry Data Selected
as of 3/31/95 Annual Trend 1
M (2a) (20) (3a) (3b) (4a) (4b)

Bl 0.02986 $8,920 0.5% 2.0% 0.03016 $9.234
PD 0.05538 1,697 3.0% 5.0% 0.05875 1,848
PIP 0.04583 2,455 1.5% 3.0% 0.04721 2,586

UM-BI 0.00254 8,920 0.5% 2.0% 0.00256 9,234
UM-PD 0.00075 1,425 3.0% 5.0% 0.00080 1,552
UiM-BI 0.00015 17,839 0.5% 2.0% 0.00015 18,468
Average  System Dollar
Selected Assumed Claim ClaimCost Costs % of Cost

)] -(5a) (5b) (6) (7) (8) 9) (10) (11)

Bl 0.03020 $9.235 150,000 4530 $10,620 $48.1 542% $320.73
PD 0.05870 1,850 150,000 8,805 1,943 171 19.3%  114.02
PIP 0.04720 2,585 150,000 7.080 2,714 19.2 216% 128.11

UuM-BI 0.00260 9235 150,000 390 9,697 3.8 4.3% 25.21
UM-PD 0.00080 1550 150,000 120 1,550 0.2 0.2% 1.24
UIM-BI 0.00015 18,500 . 150,000 23 19,425 0.4 0.5% 2.91

y $88.8 100.0% $592.23

Column
(2) Indicated frequencies and severities calculated as multiples of statewide frequencies
and severities, based upon IRC report "Trends in Auto Injury Claims", February, 1995
Balti Multip!
Coverage  Ereq. Severity

Bl 2.00 0.950

PD 1.25 0.985

o PIP 2.20 1.100
UM-BI 1.70 0.950

UM-PD 1.70 0.950

UiM-BI 2.00 0.950

3) Assume trends for City of Baltimore are same as statewide

4) Trended 1.75 years from 9/30/94 (i.e. midpoint of year ending 3/31/95)

(5) Selected based on Col (4)

(6) © Assumed 150,000 insureds, all of which must purchase Bl, PD, PIP, UM and UM
) Col (5a) x Col (6) j

(8) Cost loaded for ALAE (15% for B, 5% for PD, PIP, UM and UIM)

(9) Col (7) x Col (8)

(10) Col (9) / Total Col (9)
1) Col (9) / Col (6)
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State: Maryland

Private Passenper Auto Loss Data and Trends Sheet 1

Bodily Injury Propernty Damage Personal Injury Protection

Exhibit Iv

Year Paid Paid Paid Paid Paid Paid

: Ending Qaim  Qaim Pure Gaim  Qaip Pure Claim Qlaim Pure
1 arter Freq.* Severitvy  Premium Freg.* Severitv Premium  Frege Severity Premium

: 91-1 1514 s9544  g14446 4339 51549 6710 [ 2084 2005 4347
91-2 1497 9870 14777 4258 1546 6581 20.43 2.155 4.2
] 91-3 o2 9912 14979 4202 1530 6428 20.17 2154 4345
‘ 91-4 1499 10039 15047 453 1528 346 19.76 2176  43m
. 92-1 1502 10006 15024 | 444 I8, 000 | ey o sise 4223
: 92-2 1506 9687 14503 434 1517 gam 19.48 2163 4214
. 92-3 1501 9666 14513 4422 1530 308 19.51 2168 4250
| 92-4 1506 9518 14337 4154 153 g3gp 19.60 2162 4233
93-1 1510 9561 14433 LD OIS T 19.89 2144 4265
93-2 1507 9770 14710 435 1561  g534 2008 2139 4206
93-3 1499 9779 14650 4208 1568  g597 2017 2121 a2
93~4 1490 9038 148309 218 150 6708 2032 2101 4267
%4-1 ' 1481  ggsg 14599 4845 150 goqa 19.97 2141 42.76
942 1484 9765 14403 4366 1609 7024 19.57 2188  43m
943 1482 9633 14275 427 1636 7243 19.83 2198 4359
9%4-4 1490 9453 14087 48 1663 7483 202 2231 4509
95-1 1493 9380 14015 430 173 7833 20.83 2232 4650
!
f
ANNUAL TRENDS
ASNUAL TRENDS
Linear

1Year | 08% _s2g _4am [26%  77m 103% 45% 41% g%
2Year | —07%  —14% _pye 0% 4% gog 09%  27%  3g
3Year | -05% 08 ;34 29%  38% 7% 4% 09% 4%

1Year | 08% —s1% —e39e] | 6% 0%  109%| [ asm 2%  90%
2Year [ 07% <158 216 40%  48%  ggq 09% 279  34q
3Year | 056 —08% —y3q | 308 33 6.9% 15% 09%  24%

‘Frcquency is per 1,000 carned car years,
Source: ISONALT Private Passenger Fast Track Data
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Exhibit V

Maryland - Analysis of Proposed Auto Insurance Reforms
Estimated Cost Impact of Secondary PIP Coverage

PIP Claimants that have access 10 coliateral source recoveries

Claimants in
Collateral Maryland DC.DE,NJ, Countrywide
Source Claimants NY.PA VA Claimants Selected
Heatlth % of Claims 65.0% 38.1% 56.8% 60.0%
% of Claim Payments 70.2% 34.1% 52.9% 65.0%
Workers % of Claims 2.6% 3.9% 4.0% 2.6%
Compensation % of Claim Payments 2.1% 4.3% 4.6% 2.1%
Wage Cont % of Claims 18.8% 8.7% 10.4% 19.0%
Continuation % of Claim Payments 21.6% 13.5% 13.7% 22.0%
Medicare % of Claims 9.8% 9.0% 14.2% 10.0%
% of Claim Payments 15.1% 10.7% 16.3% 15.0%
Other % of Claims 19.2% 4.1% 6.0% 16.0%
 of Claim Payments 13.7% 1.5% 6.4% 12.0%
Assume: All claimants eligible for WC have potential for duplicationof costs under the auto system

All claimants efigible for Medicare will not be able to recover under Medicare until
auto policy pays (Le., Medicare strictly secondary to auto policy)

Only portion of doltars paid under current auto policy will be eliminated (50%), due
to deductibleslcopaymentslwaiﬁng periodsfifetime maxmums

Claims occurting outside the state of Maryland will not be affected

Analysis: Dist of % of Claim Portion % of Claim
PIP Dotiars Assumed Dollars
Component $ Paid Affected Mﬁcated Removed

Medical 78.1% 0.671 0.50 26.2%
Wage 18.0% 0.220 0.50 2.0%
Other 3.9% 0.120 0.50 0.2%
Total 100.0% 28.4%

Tillinghast




Exhibit VI
l Sheet 1

Maryland - Analysis of Proposed Auto Insurance Reforms
Estimated Cost Impact of Elimination of Duplicate Recoveries - UM Coverage

UM benefits myse be reduced by compensation payable from collateral soyrces

a) In67% of MD UM claims (90 out of 134), doliars are paid out by the same insurer under both
Medical and PIp coverages

Coverage Econ Loss 3 Paid % Savings
UMUIM 258,948 588,317

PIP 173,209
Medical 22,153
Total 195,362 32.7%
~ b) Other sources of potential dupficate recoveries are for claimants with access to
i collateral source recoveries:
Claimants in
Collateral Maryland DC,DE,NJ, Countrywide
Source Claimants Ny PAVA Claimants Selected
Health % of Claims 58.5% 45.1% 52.1% 55.0%
% of Claim Payments €8.2% 42.5% 52.4% 65.0%
Work Comp % of Claims 8.2% 8.3% 5.5% 8.0%
% of Claim Payments 10.2% T 8.0% 7.2% 10.0%
Wage Cont. % of Claims 4.3% 10.0% 6.8% 4.5%
% of Claim Payments 10.2% 16.3% 10.1% 10.0%
!
Medicare % of Claims 3.0% 9.5% 12.1% 3.0% :
; % of Claim Payments 0.4% 8.7% 11.6% 0.5% 2
Other % of Claims 12.0% 6.3% 9.9% 12.0%
2t % of Claim Payments 26.6% 5.0% 6.8% 25.0%

Assume:  All daimants eligible for WC have Potential for duplicationof costs under the auto system

Analysis: Dist. of % of Claim Portion % of Claim
UMUIM o of Claim Dollars Assumed Dollars
Component $ Paid $ In-State Affected Duplicated Removed

Medical 40.5% 0.671 0.750 0.50 10.2% -
; Wage 84% - 0671 0.100 0.50 0.3%
: Other Econ 0.5% 0.671 0.250 0.50 0.0%
i Non-Econ 50.6% 0.671 0.634 0.50 10.8%
Total 100.0% 0.671 21.3%

Tillinghast
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Exhibit Vi
Sheet 2

Maryland - Analysis of Proposed Auto Insurance Reforms
Estimated Cost impact of Elimination of Duplicate Recoveries - Bl Coverage

c) Recoverieson third party claims must be reduced by compensation recovered from
collateral sources

IRC study asked whether Bi claimant would reimburse PiP/Medical insurer - only 2.2%

of claim files indicated yes (2.9% of files where yes/no was indicated), amounting to
3.4% of claim dollars

The IRC study also asked Bl insurers whether payments were made on behalf of

the claimant under other coverages. The "yes" responses indicated payments

being made under the PIP and Medical coverages, however, it is not clear that such
payments would be duplicated - they in all likelihood relate to the injunes of the claimant
that may be pursuing a tort claim against the other (partially) at-fauit driver.

Other sources of potential duplicate recoveries are for claimants with access to
collateral source recoveries:

Claimants in
Collateral Maryland DC,DE,NJ, Countrywide

Source Claimants NY,PAVA - Claimants Selected
Health % of Claims 54.7% 41.5% 54.9% 55.0%
% of Claim Payments 63.3% 42.4% 58.6% - 63.5%
Work Comp % of Claims 7.3% 7.9% 7.3% 7.5%
J % of Claim Payments 13.0% 76% 9.5% 13.0%
Wage Cont. o, of Claims 8.2% 9.6% 7.1% 8.0%
% of Claim Payments 17.2% 17.4% 13.1% 17.0%
Medicare % of Claims 13.4% 11.2% 14.6% 13.5%
o of Claim Payments 16.3% 13.9% 18.0% 16.5%
Other % of Claims 30.3% 20.2% 20.8% 30.0%
Sy % of Claim Payments 45.3% 22.9% 21.1% 45.0%

Analysis:
Dist. of % of Claim Portion % of Claim
Bl % of Claim Dollars Assumed Dollars

Component $ Paid $ in-state affected Duplicated removed
* Medical 31.9% 0.843 0.765 50.0% 10.3%
Wage 8.2% 0.843 0.170 50.0% 0.6%
Other Econ .0.6% 0.843 0.450 50.0% 0.1%
Nop-Econ 59.3% 0.843 0.640 50.0% 16.0%
Total 100.0% 0.843 27.0%

T mlam et
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Exhibit VI

Sheet 2
Colorado
Average PIP Claim Severity
{SO/NAIlI Fast Track Data
Year Ratio of Actual
Ending Fitted Curves to Fitted
85-4
86-1 2,791 2,587 2,081
86-2 3,021 2,688 2,251
86-3 3,083 2,793 2441
86-4 3,262 2,902 2,591
87-1 3,363 3,015 2,761
87-2 3,331 3,133 2,931
87-3 3,376 3,255 3,101
874 3,445 3,381 3,271
88-1 3,531 3513 3,441
88-2 3,729 3,650 3,611
88-3 3,954 3,793 3,781
884 3,934 3,940 3,951
89-1 4,035 4,094 4,121
89-2 4,142 4,254 4,291
89-3 4211 4,419 4,461
89-4 4,475 4,592 4631
90-1 4,711 4771 4,801
90-2 4,929 4,957 4971
90-3 5270 5,150 5,141
90-4 5,589 5,351 5,311
91-1 5,468 5,559 5,481
912 5427 5776 5,651
91-3 5230 6,001 5,821
914 4,870 6,235 5,991
92-1 4,839 6,478 6,161
922 4,765 6.731 6,331 |
92-3 4,713 6,993 6,501 ]
924 4,672 7.266 6,671 Last 7 pts. ;
93-1 4,658 7,549 6,840 Linear Fitted !
a £93:2 4,560 7,843 7,010 §
93-3 4552 8,149 7.180 4,493 l
934 4558 8,466 7.350 0.620 4,578
| 94-1 4,623 8,796 7,520 0615 4,664
: 94-2 4780 9,139 7,690 0.622 4,749
1 94-3 4734 9,496 7.860 0.602 4834
i 94-4 4,933 9,866 8.030 0.614 © 4,920
! 95-1 5,063 10,250 8,200 0617 5,005
| 95-2 10,650 8,370
| 95-3 11,065 8,540
2 954 11,496 8,710
Ave. Annual Trend 16.5% 12.9% 7.2%
1986 - 1990

r value 0.984 0.968 0.910




Exhibit Vil

Sheet 1
Medicare Reimbursements
Source: Statistical Abstract of the United States ‘

Persons Age 65+ Disabled _Total
Hospital Physicians Hospital Physicians Hospital Physicians  Total

Year Charges Charges Charges Charges Charges Charges Charges

1979 22,908 7.256 3,257 886 26,165 8,142 34,307

1980 28,119 8,802 3,976 1,079 32,095 9,881 41,976 |
1981 33,829 10,483 4777 1,294 38,606 11,777 50,383

1982 40,987 12,383 5,668 1,495 46,655 13,878 60,533

1983 46,489 14,572 6,239 1,727 52,728 16,299 69,027

1984 43,446 15,354 5,567 1,669 49,013 17.023 66,036

1985 49,247 17,693 6,579 1.822 55,826 19,515 75,341

1986 53,436 19,131 7.205 1,940 60,641 21,071 81,712

1987 data not available

1988 70,292 23,987 9,080 2,230 79,372 26,217 105,589
1989 78,840 26,274 10,337 2,247 89,177 28,521 117,698
1980 90,846 30.447 11,910 2,907 102,756 33,354 136,110
1991 105,596 32,138 14,114 3.065 119,710 35,203 154,913
1992 116,977 34,083 15,9561 3,787 132,928 37,870 170,798

% Reimbursed by Medicare

- 1979 71.3% 77.4% 70.0% 78.2% 71.1% 77.5% 72.6%
1980 69.6% 77.8% 68.5% 78.6% 69.5% 77.9% 71.4%
1981 68.7% 78.2% 67.9% 78.8% 68.6% 78.3% 70.9%
1982 67.2% 77.9% 66.7% 78.5% 67.1% 78.0% 69.6%
1983 64.9% 77.6% 64.9% 78.1% 64.9% 77.7% 67.9%
1984 68.8% 78.0% 68.0% 78.3% 68.7% 78.0% 71.1%
1985 65.6% 79.0% 64.5% 78.8% 65.5% 79.0% 69.0%
1986 60.6% 79.1% 59.0% 78.7% 60.4% 79.1% 65.2%
1987 data not available
1988 51.8% 78.4% 49.2% 78.1% 51.5% 78.4% 58.2%
1989 = 50.7% 78.4% 50.4% 78.0% 50.7% 78.4% 57.4%
1990 47.5% 77.0% 46.5% 75.7% 47.4% 76.9% 54.6%
1991 46.0% 76.7% 44.7% 75.9% 45.8% 76.6% 52.8%
1992 50.4% 75.6% 50.4% 75.6% 50.4% 75.6% 56.0%

Tillinghast
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